
CITY COUNCIL
CITY AND COUNTY OF HONOLULU

HONOLULU, HAWAII PlO. -

RESOLUTION

AUTHORIZING THE DIRECTOR OF BUDGET AND FISCAL SERVICES TO ISSUE
AND SELL NOT TO EXCEED $700,000,000 PRINCIPAL AMOUNT OF WASTEWATER
SYSTEM REVENUE BONDS, SENIOR SERIES 2018 AND RELATED MATTERS.

BE IT RESOLVED by the City Council of the City and County of Honolulu, as
follows:

ARTICLE I.

DEFINITIONS AND STATUTORY AUTHORITY

Section 1.01. Series 2018 Resolution. (1) This Resolution, authorizing
up to $700,000,000 principal amount of Series 2018 Bonds, is supplemental to,
constitutes a Series Resolution within the meaning of, and is adopted in accordance
With Article X of, Resolution No. 98-1 93 adopted by the City Council on November 10,
1998, entitled “RESOLUTION AUTHORIZING AND PROVIDING FOR THE ISSUANCE
OF REVENUE BONDS OF THE CITY AND COUNTY OF HONOLULU, HAWAII, FOR
THE PURPOSES OF THE WASTEWATER SYSTEM OF SAID CITY AND COUNTY;
COVENANTING AS TO ESTABLISHMENT, MAINTENANCE, REVISION AND
COLLECTION OF CHARGES AND RATES FOR THE USE AND SERVICES OF SAID
WASTEWATER SYSTEM AND THE COLLECTION AND DISBURSEMENT OF THE
REVENUES DERIVED THEREFROM; PLEDGING THE NET REVENUES DERIVED
FROM SAID WASTEWATER SYSTEM ON A SENIOR AND SUPERIOR BASIS TO
THE PAYMENT OF THE PRINCIPAL OF AND INTEREST ON SAID BONDS AS THE
SAME FALL DUE; CREATING AND ESTABLISHING CERTAIN FUNDS AND
ACCOUNTS; SETTING FORTH THE LIMITATIONS OR CONDITIONS UPON THE
ISSUANCE BY THE CITY AND COUNTY OF ADDITIONAL BONDS PAYABLE FROM
THE AFORESAID REVENUES; AND MAKING OTHER COVENANTS AND
AGREEMENTS IN CONNECTION WITH THE FOREGOING” (as amended and
supplemented, referred to herein as the “Resolution”).

(2) It is hereby found and determined that it is necessary and required that the
City and County authorize and issue at this time a Series of Bonds to be designated as
herein provided to provide monies to carry out one or more purposes of the City and
County.

Section 1.02. Definitions. (1) All terms which are defined in Section 1.01
of the Resolution shall have the same meanings, respectively, in this Series Resolution
as such terms are given in said Section 1.01 of the Resolution, including the term
“Authorized Officer,” defined as the Director of Budget and Fiscal Services, any Deputy
Director of Budget and Fiscal Services, the Director of Environmental Services, any
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CITY COUNCIL
CITY AND COUNTY OF HONOLULU

HONOLULU, HAWAII No. 17-323. CDI

RESOLUTION

Deputy Director of Environmental Services or any other officer of the City and County
designated by resolution of the City Council.

(2) In addition, as used in this Series Resolution, unless the context shall
otherwise require, the following terms shall have the following respective meanings:

“Series 2018 Bonds” means the Bonds authorized by Article II of this Series 2018
Resolution. For avoidance of doubt, the term “Series 2018 Bonds” includes any
Series or subseries of Bonds issued in calendar year 2017 or calendar year 2018.

“Series 2018 Resolution” means this Resolution authorizing up to $700,000,000
principal amount of the Series 2018 Bonds.

“Taxable Bonds” means any Series 2018 Bonds which are not intended by the City
and County to be Tax-exempt Bonds.

“Tax Certificate” means the Tax Certificate executed by an Authorized Officer of
the City and County in connection with the issuance of the Series 2018 Bonds that
are Tax-exempt.

(3) Words of any gender shall be deemed and construed to include correlative
words of the other genders. Unless the context shall otherwise indicate, words
importing the singular number shall include the plural number and vice versa, and words
importing persons shall include firms, associations and corporations, including public
bodies, as well as natural persons.

(4) The terms “hereby,” “hereof,” “hereto,” “herein,” “hereunder,” and any
similar terms, as used in this Series 2018 Resolution, refer to the Series 2018
Resolution.

Section 1.03. Authority for the Series 2018 Resolution. This Series
2018 Resolution is adopted pursuant to the provisions of the Act and the Resolution.

ARTICLE II.

AUTHORIZATION, TERMS AND ISSUANCE
OF SERIES 2018 BONDS

Section 2.01. Authorization of Series 2018 Bonds. A Series of Bonds
entitled to the benefit, protection and security of the Resolution is hereby authorized to
be issued in an aggregate principal amount not to exceed $700,000,000, pursuant to
and subject to the terms, conditions and limitations established in the Resolution and
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this Series 2018 Resolution. Such Series of Bonds shall be designated as and shall be
distinguished from the Bonds of all other Series by the title “Wastewater System
Revenue Bonds, Senior Series 2018,” with such additional letter or other designations
as shall be appropriate to distinguish any subseries from any others (collectively, the
“Series 2018 Bonds”).

Section 2.02. Purposes. The purposes for which the Series 2018 Bonds
may be issued are to pay the Costs of Improvements authorized in the capital budget of
the City and County (including reimbursement to the General Fund of the City and
County of the financing costs of certain improvements temporarily funded from the
General Fund and including refunding any outstanding obligations of the City and
County the proceeds of which were applied to fund such improvements), to fund one or
more trust funds to provide for the refunding and redemption of any or all of the
outstanding Wastewater System Revenue Bonds (First Bond Resolution) Senior Series
2009A, Wastewater System Revenue Bonds (First Bond Resolution) Senior Series
2009B, Wastewater System Revenue Bonds (First Bond Resolution) Senior Series
2009C, Wastewater System Revenue Bonds (First Bond Resolution) Subseries 2010B
Build America Bonds (Taxable), Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 201 1A, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2012A, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2012B, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2015A, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2015B, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2015C, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2016A, Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2016B, and Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 2016C (collectively, the “Outstanding Bonds”), and, in
connection therewith, to make such credit to the Reserve Account, if any, as may be
necessary in connection with the issuance of the Series 2018 Bonds, and to pay the
costs of issuance of the Series 2018 Bonds. Any Series 2018 Bonds issued to refund
Outstanding Bonds may be additionally secured by proceeds of such Series 2018
Bonds deposited into an escrow established therefor.

Section 2.03. Delegation ofAuthority; Certain Limitations. (1) There is
hereby delegated to any Authorized Officer of the City and County from the Department
of Budget and Fiscal Services, subject to the limitations contained herein and in the
Resolution and the Act, the power with respect to the Series 2018 Bonds to determine
and carry out the following:

(a) The sale of the Series 2018 Bonds at public or private sale, and if
at private sale the selection of the purchaser or purchasers or underwriter or
underwriters; provided, however, that in the case of a private sale the purchase
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CITY COUNCIL
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HONOLULU, HAWAII P10. -

RESOLUTION

price paid by the purchasers thereof shall not be less than ninety percent (90%)
of the principal amount of the Series 2018 Bonds so sold;

(b) The principal amount of Series 2018 Bonds to be issued; provided,
however, that the principal amount of Series 2018 Bonds shall not exceed
$700,000,000;

(c) The specific improvements, if any, to be financed from the
proceeds of the Series 2018 Bonds;

(d) The date or dates, maturity date or dates and principal amount of
each maturity of the Series 2018 Bonds or the method for calculating such dates
and amounts, the amount and date of each Sinking Fund Installment, if any, or
the method for calculating the Sinking Fund Installments and which Series 2018
Bonds are Serial Bonds or Term Bonds, if any, and the Record Date or Record
Dates of the Series 2018 Bonds for which the Record Date or Record Dates is
other than the fifteenth (15th) day (whether or nota Business Day) of the month
next preceding an interest payment date for such Bonds or the forty-fifth (45th)
day (whether or not a Business Day) preceding a redemption date;

(e) The interest rate or rates, if any, of the Series 2018 Bonds or the
manner of determining such rate or rates, the date from which interest on the
Series 2018 Bonds shall accrue, the dates on which interest on the Series 2018
Bonds shall be payable, if any, and if any Series 2018 Bonds are Variable Rate
Bonds, the Maximum Interest Rate and the Minimum Interest Rate for such
Bonds, and the provisions, if any, as to the calculation or change of variable
interest rates; pro videcJ~ however, that the true interest cost (as determined by an
Authorized Officer of the City and County, which determination shall be
conclusive) on the Series 2018 Bonds shall not exceed eight percent (8%) per
annum in the case of Tax-exempt Bonds or ten percent (10%) per annum in the
case of Taxable Bonds;

(f) The Series 2018 Bonds which are Capital Appreciation Bonds, if
any, the Valuation Dates for such Bonds and the Accreted Value on each such
Valuation Date;

(g) The Series 2018 Bonds which are Deferred Income Bonds, if any,
the Valuation Dates for such Bonds, the Appreciated Value on each such
Valuation Date and the Interest Commencement Date for such Bonds;
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(h) If Series 2018 Bonds are Capital Appreciation Bonds or Deferred
Income Bonds, the manner in which and the period during which principal and
interest shall be deemed to accrue on such Series 2018 Bonds;

(i) If Series 2018 Bonds are Option Bonds, (i) provisions regarding
tender for, purchase or redemption thereof and payment of the purchase or
Redemption Price thereof, and (H) provisions regarding the appointment of a
Remarketing Agent;

(j) The denomination or denominations of and the manner of
numbering and lettering the Series 2018 Bonds;

(k) The Series 2018 Bonds which are Book Entry Bonds, if any, and
the Depository therefor;

(I) The Paying Agent or Paying Agents for the Series 2018 Bonds and
the place or places of payment of the principal, Sinking Fund Installments, if any,
or Redemption Price of and interest on the Series 2018 Bonds;

(m) The Redemption Price or Redemption Prices, if any, and, subject to
Article V of the Resolution, the redemption terms, if any, for the Series 2018
Bonds; provideci~ however, that the Redemption Price of Series 2018 Bonds at
the election or direction of the City and County shall not be greater than one
hundred three percent (103%) of the principal amount of the Series 2018 Bonds
to be redeemed, plus accrued interest thereon to the date of redemption;
provided that the Redemption Price for any redemption of Taxable Bonds may be
such higher price as may be appropriate for the sale of such Bonds;

(n) Provisions for the sale or exchange of the Series 2018 Bonds and
for the delivery thereof;

(0) The form of the Series 2018 Bonds and the form of the Paying
Agent’s certificate of authentication thereon;

(p) Whether the Series 2018 Bonds shall be entitled to the benefit of
the Common Reserve Account, and if so entitled, the amount of the Common
Reserve Account Requirement and the method of funding or providing for such
Common Reserve Account Requirement, and any provisions with respect to
subaccounts therein, if applicable, and the Revenues and application thereof, as
provided in Article VI of the Resolution;

(q) If the Series 2018 Bonds shall not be entitled to the benefit of the
Common Reserve Account, whether a Separate Series Reserve Account shall be
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established for the Series 2018 Bonds, and if so determined to be established,
the amount of such Separate Series Reserve Account Requirement and the
method of funding or providing for such Separate Series Reserve Account
Requirement, the terms and provisions and credit quality of any Support Facility
to be deposited therein, and any provisions with respect to subaccounts therein,
if applicable, and the Revenues and application thereof, as provided in Article VI
of the Resolution;

(r) Directions for the application of the proceeds of the Series 2018
Bonds;

(s) Which Outstanding Bonds shall be refunded from proceeds of the
Series 2018 Bonds and other available moneys, and directions for the application
of the proceeds of the Series 2018 Bonds, including directions with respect to the
refunding of such Outstanding Bonds

(t) Whether a Support Facility shall be obtained or an Interest Rate
Exchange Agreement shall be entered into with respect to the Series 2018
Bonds and, if any Series 2018 Bonds are option Bonds, (i) the appointment of a
Support Facility Provider which shall supply a Support Facility with respect to
such Series 2018 Bonds; and (ii) provisions for the establishment of separate
accounts in which amounts drawn under a Support Facility for the Series 2018
Bonds are to be deposited

(u) Which Series 2018 Bonds are to be issued as Tax-exempt Bonds
and which, if any, are to be issued as Taxable Bonds; and

(v) Any other provisions deemed advisable by such Authorized Officer
of the City and County, not in conflict with the provisions hereof or of the
Resolution.

(2) Such Authorized Officer from the Department of Budget and Fiscal
Services shall execute one or more Series Certificates evidencing determinations or
other actions taken pursuant to the authority granted herein or in the Resolution, such
Series Certificate or Series Certificates shall be acknowledged and agreed to by any
Authorized Officer of the City and County from the Department of Environmental
Services, and any such Series Certificate shall be conclusive evidence of the action or
determination of such Authorized officers as to the mailers stated therein.

(3) All Series 2018 Bonds of like maturity and tenor issued pursuant to this
Series 2018 Resolution shall be identical in all respects, except as to denominations,
numbers and letters.
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Section 2.04. Authority to Enter Into Agreements. (1) In the event the
Series 2018 Bonds are sold at private sale as provided in clause (a) of subsection (1) of
Section 2.03, any Authorized Officer of the City and County from the Department of
Budget and Fiscal Services is hereby authorized to execute, and any Authorized Officer
of the City and County from the Department of Environmental Services is hereby
authorized to acknowledge and agree to, one or more Bond Purchase Contracts in the
name and on behalf of the City and County in substantially the forms attached as
Exhibit A hereto, which forms are hereby approved, with such changes, insertions and
omissions as may be approved by such Authorized officers, such execution and
acknowledgment and agreement being conclusive evidence of such approval. Any
Authorized Officer of the City and County from the Department of Budget and Fiscal
Services is hereby further authorized to enter into such Bond Purchase Contract or
Bond Purchase Contracts with Merrill Lynch, Pierce, Fenner & Smith Incorporated or
such other underwriter or underwriters or such other purchaser or purchasers as such
Authorized Officer of the City and County may select.

(2) The form of the Continuing Disclosure Certificate, attached as Exhibit B
hereto, is hereby approved. Any Authorized Officer of the City and County from the
Department of Budget and Fiscal Services is hereby authorized to execute a Continuing
Disclosure Certificate substantially in such form, with such changes, insertions and
omissions as may be approved by such Authorized Officer, such execution being
conclusive evidence of such approval.

(3) The form of the Escrow Agreement by and between the City and County
and a financial institution as escrow agent thereunder, attached as Exhibit C hereto, is
hereby approved. Any Authorized Officer of the City and County is hereby authorized to
select a qualified financial institution to serve as escrow agent and to execute the
Escrow Agreement in the name and on behalf of the City and County substantially in
such form, with such changes, insertions and omissions as may be approved by such
Authorized Officer, such execution being conclusive evidence of such approval.

Section 2.05. Official Statements. (1) The form of a Preliminary Official
Statement, attached as Exhibit D hereto, is hereby approved. The distribution in
connection with the offering and sale of the Series 2018 Bonds of a Preliminary Official
Statement in such form, with such changes, insertions and omissions as an Authorized
Officer of the City and County from the Department of Environmental Services deems
advisable, is hereby authorized,

(2) Any Authorized Officer of the City and County from each of the
Department of Budget and Fiscal Services and the Department of Environmental
Services is hereby authorized to execute and deliver, in the name and on behalf of the
City and County, a final Official Statement in substantially the form of the Preliminary
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Official Statement, with such changes, insertions and omissions as such Authorized
Officers deem advisable, and to permit the distribution of said Official Statement in
connection with the offering and sale of the Series 2018 Bonds. Any such officers are
also hereby authorized to provide for the distribution of any supplement to the Official
Statement providing for updates of any financial and operating information of the City
and County and the Wastewater System required to be delivered on around the date of
delivery of the Series 2018 Bonds.

Section 2.06. Execution of Documents. Any Authorized Officer of the
City and County is hereby authorized to execute and deliver, in the name and on behalf
of the City and County, any and all documents and instruments, and to do and cause to
be done any and all acts and things, said Authorized Officer deems necessary or
advisable in connection with the offering, sale and issuance of the Series 2018 Bonds
and to carry out the transactions contemplated by this Series 2018 Resolution.

ARTICLE Ill.

EXECUTION AND AUTHENTICATION OF
THE SERIES 2018 BONDS

Section 3.01. Execution and Authentication of Series 2018 Bonds. (1)
Pursuant to the provisions of Section 4.02 of the Resolution, the Mayor of the City and
County is hereby authorized and directed to execute the Series 2018 Bonds by his or
her manual or facsimile signature, the Director of Budget and Fiscal Services or a
Deputy Director of Budget and Fiscal Services of the City and County is hereby
authorized and directed to countersign the Series 2018 Bonds by his or her manual or
facsimile signature, and the seal or a facsimile of the seal of the City and County shall
be affixed to or printed on the Series 2018 Bonds.

(2) If a Paying Agent for the Series 2018 Bonds is appointed as provided in
clause (I) of subsection (1) of Section 2.03, such Paying Agent is hereby authorized to
authenticate by manual or facsimile signature the Series 2018 Bonds, and deliver the
same to or upon the order of the City and County, in such amounts and at such times as
such Paying Agent shall be directed in Writing by an Authorized Officer.

ARTICLE IV.

APPLICATION OF PROCEEDS

Section 4.01. Application of Proceeds and Deposit of Moneys. On the
date of delivery of the Series 2018 Bonds, the proceeds of the sale of the Series 2018
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Bonds shall be applied in accordance with the Written direction of any Authorized Officer
given pursuant to Section 2.03(1)(r) of this Series 2018 Resolution.

ARTICLE V.

SPECIAL COVENANTS

Section 5.01. Tax Status. The interest on the Series 2018 Bonds
designated, pursuant to Section 2.03(1 )(u) hereof, as Tax-exempt Bonds is intended to
be excluded from gross income for purposes of federal income taxation. In order to
maintain such exclusion, the City and County affirms that the tax covenant made in
Section 8.13 of the Resolution shall apply to such Series 2018 Bonds. In furtherance of
the foregoing, the City and County shall comply With the provisions of the Tax Certificate
executed by any Authorized Officer of the City and County in connection with the Tax-
exempt Series 2018 Bonds.

Section 5.02. Survival of Covenant. The obligation of the City and
County to comply with the provisions of the Tax Certificate with respect to any required
payments to the Department of the Treasury of the United States of America shall
remain in full force and effect so long as the City and County shall be required by the
Code to make such payments, notwithstanding that the Tax-exempt Series 2018 Bonds
are no longer outstanding.

ARTICLE VI.

MISCELLANEOUS

Section 6.01. Effect ofArticle and Section Headings and Table of
Contents. The heading or titles of the several articles and sections hereof, and any
table of contents appended hereto or to copies hereof, shall be solely for convenience
of reference and shall not affect the meaning, construction, interpretation or effect of the
Series 2018 Resolution.

Section 6.02. Effectiveness. The Series 2018 Resolution shall become
effective immediately upon its adoption; and
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CITY COUNCIL
CITY AND COUNTY OF HONOLULU

HONOLULU, HAWAII

RESOLUTION

No. 17-323, CDI

BE IT FINALLY RESOLVED by the Council of the City and County of
Honolulu that the Clerk be and is directed to transmit copies of this resolution to the
Director of Environmental Services, to the Director of Budget and Fiscal Services
and to the Chief of Treasury.

November 9, 2017
Honolulu, Hawaii
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BOND PURCHASE CONTRACT
for

City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds

$000,000,000
Senior Series 201 7[

(Refunding)
First Bond Resolution

December, 2017

Director of Budget and Fiscal Services
Director of Environmental Services
City and County of Honolulu
530 South King Street
Honolulu, Hawaii 96813

Dear Directors:

The undersigned [Bank of America Corporate Affiliate] (the “Purchaser”), hereby offers
to enter into this Bond Purchase Contract (this “Purchase Contract”) with you (the “Director of
Budget and Fiscal Services and Director of Environmental Services”, together the “Directors”),
acting on behalf of the City and County of Honolulu (the “City and County”), which, upon your
acceptance of this offer, will be binding upon the City and County and the Purchaser. This offer is
made subject to your acceptance on behalf of the City and County at or prior to 5:59 P.M., l-lawaii
time, on the date hereof~ and, if not so accepted, will be subject to withdrawal thereafter by the
Purchaser upon written notice delivered to your attention at the address set forth above, at any time
prior to your acceptance hereof on behalf of the City and County.

I. Purchase and Sale of the Bonds. On the basis of the representations, covenants and
agreements herein contained, but subject to the tents and conditions herein set forth, the Purchaser
agrees to purchase from the City and County, and the City and County hereby agrees to sell to the
Purchaser, all (but not less than all) of (i) $_________ aggregate principal amount of City and
County of Honolulu, Hawaii, Wastewater System Revenue Bonds First Bond Resolution, Senior
Series 201 7[ ] (Refunding) (the “Bonds”). The purchase price for the Bonds shall be
$ , which equals the par value of the Bonds. The Bonds shall be as provided in,
and shall be issued under the provisions of, Chapter 49, Hawaii Revised Statutes and the Revised
Charter of the City and County of Honolulu (collectively, the “Act”), and proceedings of the City
Council, including Resolution No. 98-193, CDI, as amended and supplemented by Resolution No.
06-266, CDI and Resolution No. 10-283 (the “First Bond Resolution”), and the applicable Series
Resolution relating to the Bonds (collectively, the “Proceedings”), and a Certificate ofthe Director
of Budget and Fiscal Services of the City and County, acknowledged and agreed to by the Director
of Environmental Services of the City and County (the “Certificate”), which shall be substantially
in the form heretofore received by the Purchaser, with only such changes therein as may be agreed
upon by the parties hereto. The Bonds shall be dated, shall have the maturities, shall bear interest
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at the rates and payable at the times determined, and shall be subject to redemption, all in
accordance with the Certificate. Capitalized terms not otherwise defined herein shall have the
meanings ascribed thereto in the Certificate.

Proceeds of the Bonds ~vill be applied, as described in the Certificate: (i) to refund certain
outstanding wastewater system revenue bonds of the City and County pursuant to an Escrow
Agreement (the “Escrow Agreement”) between the City and County and U.S. Bank National
Association, as escrow agent; and (ii) to pay certain costs of issuance relating to the Bonds.

2. Delivery of Bonds. At 11:00 a.m., New York time, on December_, 2017, or at
such earlier or later time or date as shall be agreed upon between the Purchaser and the City and
County (such time and date being herein referred to as the “Closing Date”), the City and County
~vil I deliver or cause to be delivered (i) the Bonds, in definitive and fully registered form, registered
in the name of Cede & Co. as nominee to The Depository Trust Company (the “DTC”) for the
account of the Purchaser, bearing proper CUSIP numbers, duly executed, authenticated and
delivered, such delivery to be effected by delivering the Bonds to U.S. Bank National Association
(the “Paying Agent”) to be held in its custody pursuant to a FAST delivery arrangement with and
on behalfofDTC, and (ii) at the offices of Alston Hunt Floyd & Ing, the documents provided for
herein. Subject to the terms and conditions of this Purchase Contract, the Purchaser will accept
such delivery and pay the purchase price thereof as set forth herein by wire transfer (which
payment in any event shall be in immediately available ftinds) payable to the order of the Paying
Agent.

3. Renresentations and Covenants of the City and County. The Directors, on behalfof
the City and County, represents and warrants to the Purchaser that:

(a) The City and County is a political subdivision of the State of Hawaii (the
“State”), the Director of Budget and Fiscal Services (the “Finance Director”) is the head of
the Department of Budget and Fiscal Services of the City and County, and the Director of
Environmental Services (the “Environmental Director”) is the head of the Department of
Environmental Services of the City and County, and, under the Constitution and laws of
the State, including the Act, and pursuant to the Proceedings, the City and County has, and
at the Closing Date will have, full legal right, power and authority (i) to issue the Certificate
and to enter into this Bond Purchase Contract and the Escrow Agreement, (ii) to execute
and deliver the Escrow Agreement and the Disclosure Certificate. (iii) to issue, sell and
deliver the Bonds pursuant to the Certificate as provided herein, and (iv) to carry out and
consummate the transactions contemplated by this Bond Purchase Contract, the Certificate,
the Escrow Agreement and the Disclosure Certificate.

(b) The City and County has complied, and at the Closing Date will in all
respects be in compliance, with the Act, the Proceedings, the Certificate, the Escrow
Agreement and the Disclosure Certificate.

(c) The City and County has (i) duly adopted the Proceedings and issued the
Certificate, (ii) duly authorized and approved the execution and delivery of this Bond
Purchase Contract, the Escrow Agreement and the Disclosure Certificate, (iii) duly
authorized and approved the performance by the City and County of its obligations
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contained in the Proceedings, the Certificate, this Bond Purchase Contract, the Escrow
Agreement and the Disclosure Certificate and the transactions contemplated by such
documents, and (iv) duly authorized and approved, upon satisfaction of the conditions set
forth herein, the issuance and delivery of the Bonds.

(d) The City and County is not in breach or violation of or default under any
applicable law, rule or regulation of the United States or of the State or of any department,
division, agency or instrumentality thereof, or any applicable order,judgment or decree of
any court or other governmental agency or body, which breach, violation or default would
result in a material adverse change in the financial position or results of operations of the
Wastewater System (as defined in the Proceedings) or materially adversely affect the
properties or assets of the Wastewater System, and the City and County is not in breach or
violation of or in default under any bond, note, loan agreement, resolution, certificate,
agreement or other instrument to which the City and County is a party or by which it is
bound or to which any of its property is subject, which breach, violation or default might
result in a material adverse change in the financial position or results of operation of the
Wastewater System or materially adversely affect the properties or assets of the
Wastewater System. The execution and delivery of this Bond Purchase Contract, the
Escrow Agreement, the Disclosure Certificate, and the Bonds, the adoption of the
Proceedings, the issuance of the Certificate and the Bonds, and the fulfillment of the terms
and provisions hereof and thereof will not conflict with or constitule a breach or violation
ofordefault under any such applicable law, rule, regulation, order,judgment, decree, bond,
note, loan agreement, resolution, certificate, agreement or other instrument, and the City
andCounty has no reason to believe that any such conflict, breach, violation or default will
exist on the Closing Date.

(e) No authorization, approval, consent or order ofor filing or registration with
any court or governmental agency or body is required for the valid authorization, execution,
issuance, sale or delivery of the Bonds or the exclusion from gross income of interest on
the Bonds for federal income tax purposes or the valid adoption by the City and County of
the Proceedings, the issuance of the Certificate or the execution and delivery of this Bond
Purchase Contract, the Escrow Agreement and the Disclosure Certificate, except (i) such
action as shall have been taken by the City and County prior to the Closing Date and (ii)
the filing of an information return with respect to the Bonds as required by Section 149(e)
of the Internal Revenue Code of 1986 (the “Code”).

(fl The City and County has obtained all permits and licenses required for the
construction and operation of Wastewater System, as it now exists or will have obtained
all such permits and licenses not later than the date required therefor before any expansions
are built or placed in service, as the case may be, and all such permits and licenses, to the
extent obtained, are currently in full force and effect. All rates and charges with respect to
the Wastewater System have been approved by all necessary governmental bodies, and all
such rates and charges are in full force and effect and have not been rescinded, nor has any
action been taken to modify or rescind any such rates or charges.

(g) At the time of the City and County’s acceptance hereof, no action, suit,
proceeding, inquiry or investigation at law or in equity was pending or, to the actual
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knowledge of the Director of Budget and Fiscal Services or the Director of Environmental
Services of the City and County, threatened, in any court, public board or body, in any way
affecting the legal existence of the City and County or the title of the officers of the City
and County to their respective offices, or seeking to restrain or enjoin the issuance, sale or
delivery of the Bonds or in any material way adversely affecting the collection of revenues
or assets of the Wastewater System, the validity or enforceability bf the Bonds, the
Proceedings, the Certificate, the Escrow Agreement, the Disclosure Certificate or this Bond
Purchase Contract or the power or authority of the City and County with respect thereto.

(h) The City and County has executed and delivered, or will execute and deliver
on or before the Closing Date, each of the Proceedings, the Certificate, this Bond Purchase
Contract, the Escrow Agreement and the Disclosure Certificate. Each of the Proceedings,
the Certificate, this Bond Purchase Contract, the Escrow Agreement and the Disclosure
Certificate constitutes, or will, as of the Closing Date, constitute, a legal, valid and binding
obligation of the City and County enforceable in accordance with its terms, subject to any
applicable bankruptcy, insolvency or other laws affecting creditors’ rights or remedies
heretofore or hereafter enacted. To the actual knowledge of the Director of Budget and
Fiscal Services and the Director of Environmental Services of the City and County, each
of the Proceedings, the Certificate, this Bond Purchase Contract, the Escrow Agreement
and the Disclosure Certificate has been executed and delivered, or will be executed and
delivered on or before the Closing Date, by each respective signatory and is currently in
full force and effect or, as of the Closing Date, will be in lull force and effect.

(i) Any certificates executed by any officer of the City and County and
delivered to the Purchaser pursuant hereto or in connection herewith shall be deemed a
representation and ~varranty of the City and County as to the accuracy of the statements
therein made.

(i) When delivered to, and paid for by, the Purchaser at Ihe Closing Date in
accordance with the provisions of this Purchase Contract, the Bonds will have been duly
authorized, executed, authenticated, issued and delivered by the City and County and will
constitute valid and legal obligations of the City and County payable by a lien and charge
on revenues of the Undertaking.

(k) The City and County is not now in default nor has the City and County been
in default at any time during the last ten (10) fiscal years as to the payment of principal or
interest with respect to any obligation issued or guaranteed by the City and County, nor is
any person, firm, corporation or other entity which is obligated to make payments to the
City and County which are the sole source of revenues from which the City and County is
obligated to make payments of principal or interest under an obligation issued by the City
and County in default now or has in the past been in default in the making of such payments
to the City and County which has resulted in a failure by the City and County to make a
timely payment of principal or interest on an obligation issued or guaranteed by the City
and County.

(I) (i) Neither the City and County, nor, to the knowledge of the City and
County, any director, officer, employee, agent, affiliate or representative thereof, is an
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individual or entity that is, or is owned or controlled by any individual or entity that is (A)
currently the subject or target of any Sanctions, (B) included on OFAC’s List of Specially
Designated Nationals, HMT’s Consolidated List of Financial Sanctions Targets and the
Investment Ban List, or any similar list enforced by any other relevant sanctions authority
or (C) located, organized or resident in a Designated Jurisdiction.

(ii) the purposes of this Section 4(n), the following terms shall be defined as
follows:

“Designated .Jurisdic ion” means any country or territory to the extent that such
country or territory itself is the subject of any Sanction.

“OFAC” means the Office of Foreign Assets Control of the United States City and
County of the Treasury.

“Sanctionft)” means any international economic sanction administered or enforced
by the United States Government (including, without limitation, OFAC), the United
Nations Security Council, the European Union, Her Majesty’s Treasury or other
relevant sanctions authority.

(m) All approvals, consents and orders of any governmental authority, board,
agency, council, commission or other body having jurisdiction which would constitute a
condition precedent to the performance by the City and County of its obligations hereunder
and under the Certificate, this Purchase Contract, the Escrow Agreement or the Continuing
Disclosure Certificate have been obtained.

4. Conditions to the Oblinations of the Parties on the Closing Date. The Purchaser’s
obligations under this Purchase Contract to purchase and accept delivery of the Bonds on the
Closing Date are and shall be subject to the conditions set forth in subsection (a) of this Section,
and the City and County’s obligations under this Purchase Contract to issue, sell and deliver the
Bonds on the Closing Date are and shall be subject to the conditions set forth in Section 5 below.

(a) The obligation of the Purchaser to purchase the Bonds on the Closing Date
shall be subject to the accuracy of the representations and warranties on the part of the City
and County herein, to the accuracy of the statements of officers of the City and County
made pursuant to the provisions hereof, to the performance by the City and County of its
obligations hereunder to be performed on or before the Closing Date and to the following
additional conditions precedent:

(I) The Proceedings, the Certificate, the Escrow Agreement and the
Disclosure Certificate shall have been duly adopted, issued, executed and delivered, as applicable,
by the City and County and shall be in full force and effect and shall not have been amended,
modified or supplemented except as may have been agreed to in writing by the Purchaser, and the
City and County shall have duly adopted and there shall be in full force and effect such additional
resolutions as in the opinion of Orrick, l-lerrington & Sutcliffe LLP (“Bond Counsel”) shall be
necessary or appropriate in connection with the Proceedings, the Certificate, the Escrow
Agreement and the Disclosure Certificate, with the issuance of the Bonds and with the transactions
contemplated thereby and hereby. No default shall have occurred and be continuing under the
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Proceedings or the Certificate, and no event shall have occurred and be continuing which with the
lapse of time or the giving of notice or both would constitute such a default.

(2) Subsequent to the City and County’s acceptance of this Bond
Purchase Contract, there shall not have occurred any event materially and adversely affecting the
City and County or the transactions contemplated hereby (in the reasonable judgment of the
Purchaser).

(3) Subsequent to the City and County’s acceptance of this Bond
Purchase Contract, the market price of general credit or revenue obligations issued by states or
political subdivisions thereof, or the market price of obligations of the character of the Bonds, shall
(in the reasonable judgment of the Purchaser) not have been materially and adversely affected by
(I) a tentative decision with respect to legislation reached by a committee of the House of
Representatives or Senate of the U.S. Congress or an official pronouncement by the Chairman of
any such committee with respect to any such legislation, legislation introduced in or enacted by
the Congress of the United Slates, or passed by either House of the Congress or recommended to
the Congress for passage by the President of the United States or by the Secretary of the U.S.
Treasury Department, or favorably reported for introduction or passage to either House of
Congress by any Committee of such 1-louse to which such legislation has been referred for
consideration, or an official pronouncement by the Congressional sponsor of any such pending
legislation, or legislation pending in the Congress of the United States shall be amended, or
legislation introduced in or enacted by the legislature of the State of l-lawaii or a decision rendered
by a court of the United States or the State of Hawaii or by the United States Tax Court, or a ruling,
order, official statement, or regulation (final, temporary or proposed) made by the Treasury
Department of the United States or the Internal Revenue Service or other federal or State ofl-lawaii
authority, with respect to federal or State of Hawaii taxation upon interest received on the Bonds
or obligations of the general character of the Bonds, which in any such ease may have the purpose
or effect ofchanging, directly or indirectly, the federal income tax consequences or State of Hawaii
tax consequences of interest on the Bonds or obligations of the general character of the Bonds in
the hands of the holders thereof; or (ii) a tentative decision with respect to legislation reached by
a committee of the House of Representatives or Senate of the U.S. Congress or an official
pronouncement by the Chairman of any such committee with respect to any such legislation,
legislation introduced in or enacted by the Congress of the United States, or passed by either 1-louse
of the Congress or recommended to the Congress for passage by the President of the United States
or by the Chairman of the SEC. or favorably reported for introduction or passage to either I-louse
of Congress by any Committee of such House to which such legislation has been referred for
consideration, or an official pronouncement by the Congressional sponsor of any such pending
legislation, or legislation pending in the Congress of the United States shall be amended, or a
decision rendered by a court of the United States, or a ruling, order, official statement, or regulation
(final, temporary or proposed) made by or on behalf ofthe SEC, or any other governmental agency
having jurisdiction of the subject matter, to the effect that the Bonds or obligations of the general
character of the Bonds are not exempt from registration under, or other requirements of, the
Securities Act of 1933, as amended, or that the Certificate is not exempt from qualification under,
or other requirements of~ the Trust Indenture Act of 1939, as amended, or that the issuance, offering
or sale of the Bonds or obligations of the general character of the Bonds as contemplated hereby
is or would be in violation of the federal securities laws as amended and then in effect; or (iii) the
United States shall have become engaged in hostilities, whether or not a war shall have been

6



declared, or there shall have occurred an escalation of any hostilities involving the armed forces
of any country, or any other national emergency or national calamity relating to the effective
operation of the United States Government or of the financial community which, in the Purchaser’s
opinion, materially adversely affects the market price of the Bonds; (iv) there shall have occurred
a general suspension of or material limitation of trading on The New York Stock Exchange or
other national securities exchange as the result of an event affecting the national economy, or
minimum or maximum prices for trading shall have been established on any such exchange and
be in force, or minimum or maximum ranges for prices for securities shall be in force on any such
exchange; (v) the New York Stock Exchange or other national securities exchange, or any
governmental authority, shall have imposed, as to the Bonds or obligations of the general character
of the Bonds, any material restrictions not now in force or being enforced, or have increased
materially from those now in force or being enforced with respect to the extension of credit by, or
the charge to the net capital requirements of, or financial responsibility requirements ol~ the
Purchaser; or (vi) a general suspension of trading on the New York Stock Exchange, or fixing of
minimum or maximum prices for trading or maximum ranges for prices for securities on the New
York Stock Exchange,.whether by virtue of a determination by that Exchange or by order of the
SEC or any other governmental authority having jurisdiction; or (vii) a general banking
moratorium declared by either federal or New York or Hawaii authorities having jurisdiction.

(4) On or prior to the Closing Date, no order, ruling, regulation, decree
or injunction of any court ofcompetentjurisdiction or of any governmental body or authority shall
have been issued, and no judicial proceeding shall have been commenced, nor shall any legislation
have been enacted, with the purpose or effect of prohibiting the issuance, offering, sale or
distribution of the Bonds or performance by the City and County of its obligations under the
Proceedings, the Certificate, the Escrow Agreement, the Disclosure Certificate or this Bond
Purchase Contract in accordance with their respective terms.

(5) At or prior to the Closing, the Purchaser shall have received the
following documents, in each case satisfactory in form and substance to the Purchaser: duly
executed or certified copies of: (i) the Proceedings; (ii) the Certificate; (iii) the Escrow Agreement;
(iv) Disclosure Certificate; and (v) this Bond Purchase Contract.

(6) The Purchaser shall have received the opinion of Bond Counsel with
respect to the Bonds, dated the Closing Date, to the effect that the Bonds are valid and binding
obligations of the City and County and that interest on the Bonds is excludable from gross income
for federal income tax purposes, and addressing such other customary matters as the Purchaser
may reasonably request, including, without limitation, valid pledge opinion, together with a
supplemental opinion of Bond Counsel, addressed to the Purchaser on behalf or the Purchaser,
dated the Closing Date, in substantially the form attached as Exhibit A hereto.

(7) The Purchaser shall have received an opinion, dated the Closing
Date, of Corporation Counsel to the City and County substantially in the form attached as Exhibit
B hereto.

(8) The Purchaser shall have received a certificate, dated the Closing
Date, signed by the Director of Budget and Fiscal Services and the Director of Environmental
Services, to the effect that (i) the representations and warranties of the City and County contained
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herein are true and correct in all material respects on and as of the Closing Date; (ii) no litigation
is pending or, to the actual knowledge of such officers, threatened in any court in any way
adversely affecting the legal existence of the City and County or seeking to restrain or to enjoin
the issuance, sale or delivery of the Bonds, or materially and adversely affecting the right of the
City and COunty to collect Wastewater System revenues to pay the principal of and interest on the
Bonds, or in any way materially and adversely contesting or affecting the validity or enforceability
of the Bonds, the Proceedings, the Certificate, the Escrow Agreement, the Disclosure Certificate
or this Bond Purchase Contract or contesting the power of the City and County or its authority
with respect to the Bonds, the Proceedings, the Certificate, the Escrow Agreement, the Disclosure
Certificate or this Bond Purchase Contract (but in lieu of or in conjunction with such certificate,
the Purchaser may, in its sole discretion, accept certificates or opinions of Corporation Counsel to
the City and County, acceptable to the Purchaser, that in the opinion of such counsel the issues
raised in any such pending or threatened litigation are without substance or that the contentions of
all plaintiffs therein are without merit); (iii) the City and County has the full legal right, power and
authority to carry out and consummate the transactions contemplated hereby; and (iv) the City and
County has complied with all the requirement~ and satisfied all the conditions on its part to be
performed or satisfied at or prior to the Closing Date.

(9) Confirmation satisfactory to the Purchaser that “Bonds” (as defined
in the First Bond Resolution) issued pursuant to the First Bond Resolution which are secured on a
parity basis with the Bonds have been assigned long-term unenhanced credit ratings of not less
than ““ by Fitch Ratings and ““ by Moody’s Investors Service.

(10) The Purchaser shall have received such additional certificates,
instruments and other documents as it may reasonably request to evidence the truth and accuracy
as of the Closing Date of the representations and warranties of the City and County herein and the
due performance or satisfaction by the City and County at or prior to the Closing Date of all
agreements then to be performed and all conditions then to be satisfied by the City and County.

(b) The City and County will furnish the Purchaser with such conformed copies
of such opinions, certificates, letters and documents as the Purchaser reasonably requests.
If the City and County shall be unable to satisfy or cause to be satisfied any condition to
the obligations of the Purchaser contained in this Bond Purchase Contract and the
satisfaction of such condition shall not be waived by the Purchaser, this Bond Purchase
Contract shall terminate, and neither the Purchaser nor the City and County shall have any
further obligations or liabilities hereunder except as otherwise provided in Section 8.

5. Conditions to the Obliaations of the City and County. The obligations of the City
and County to issue and sell the Bonds to the Purchaser will be subject to performance by the
Purchaser of their obligations hereunder and to the receipt by the City and County on the Closing
Date of the opinion of Bond Counsel, dated the Closing Date, and such other certificates, letters
and documents from the Purchaser or others as the City and County may reasonably request to
evidence facts necessary for Bond Counsel to render such opinion.

6. Survival of Certain Representations and Aureements. The City and County and the
Purchaser hereby agree that the respective agreements, representations, warranties and other
statements of the City and County and of the Purchaser and their respective officers set forth in or
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made pursuant to this Bond Purchase Contract will remain in full force and effect, regardless of
any investigation, or statement as to the results thereof, made by or on behalf of the Purchaser or
the City and County and will survive the Closing Date. In addition, the obligations of the City and
County under Section 8 below will survive in the event ofa failure to close.

7. No Advisory or Fiduciary Role.? The City and County acknowledges and agrees
that: (i) the transaction contemplated by this Purchase Contract is an arm’s length, commercial
transaction between the City and County and the Purchaser in which the Purchaser is acting solely
as a principal and for its own interest; (ii) the Purchaser is not acting as a municipal advisor or
financial advisor to the City and County; (iii) the Purchaser has no fiduciary duty pursuant to
Section I 5B of the Securities Exchange Act of 1934 to the City and County with respect to the
transaction contemplated hereby and the discussions, undertakings and procedures leading thereto
(irrespective of whether the Purchaser has provided otherservices or is currently providing other
services to the City and County on other matters); (iv) the only obligations the Purchaser has to
the City and County with respect to the transaction contemplated hereby expressly are set forth in
this Purchase Contract; and (v) the Purchaser is not recommending that the City and County take
an action with respect to the transaction contemplated by this Purchase Contract, and before taking
any action with respect to the contemplated transaction, the City and County should discuss the
information contained herein with its own legal, accounting, tax, financial and other advisors, as
it deems appropriate.

8. Expenses. The City and County will pay or cause to be paid from funds available
to it all expenses incident to the performance of its obligations under this Bond Purchase Contract
and the fulfillment of the conditions imposed hereunder, including but not limited to the cost of
the Proceedings, the Certificate, the Escrow Agreement, the Disclosure Certificate, and any
amendments or supplements thereto, in reasonable quantities, and all other documents prepared in
connection with the transactions contemplated by this Bond Purchase Contract, the expenses of
the City and County, the fees and expenses of Bond Counsel and Corporation Counsel for the City
and County, the fees charged by investment rating agencies with respect to the Bonds, the fees and
expenses of the escrow agent for the Refunded Bonds, and the Fees and expenses of any auditors
retained by the City and County in connection with the transactions contemplated herein.

9. Establishment of Issue Price. The Purchaser agrees to assist the City and County in
establishing the issue price of the Bonds and to deliver to the City and County at Closing an “issue
price” or similar certificate substantially in the form attached hereto as Exhibit E.

10. Notices. Any notice or other communication to be given to the City and County
under this Purchase Contract may be given by mailing or delivering the same to the attention of
Director of Budget and Fiscal Services, Director of Environmental Services, City and County of
Honolulu, 530 South King Street, Honolulu, Hawaii 96813; and any such notice or other
communication to be given to the Purchaser may be given by mailing or delivering the same to
[Bank of America Corporate Affiliate], 333 South Hope Street, Suite 2310, Los Angeles,
California 90071, Attention: Greg S. Bailey, with a copy to Bank of America, N.A., 555 California
Street, Suite 1160, San Francisco, California 94104, Attention: Grace Barvin.
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II. Benefit of Purchaser and City and County. The agreements herein set forth have
been made and are made for the benefit of the Purchaser and the City and County, and no other
person shall acquire or have any right or obligation under or by virtue of this Purchase Contract.

12. Counterparts. This Purchase Contract may be executed in several counterparts. each
of which shall be an original, and all of which shall constitute but one and the same instrument.

13. Effective Date. This Purchase Contract shall become effective upon the execution
and acceptance hereof by the Directors and shall be valid and enforceable as of the time of such
acceptance.

14. Governina Law: Waiver of Jury Trial. (a) Goi’erhing Law. This Purchase Contract
shall be construed and enforced in accordance with the laws of the State of Hawaii. Any action
arising out of this Purchase Contract shall be filed and maintained in the Circuit Court of the First
Circuit of the State of Hawaii.

(b) Waiver of.Ju’y Trial. EACH PARTY HERETO HEREBY IRREVOCABLY WAIVES,
TO THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY
HAVE TO A TRIAL BY JURY IN ANY LEGAL PROCEEDING DIRECTLY OR
INDIRECTLY ARISING OUT OF OR RELATING TO THE BONDS, THIS PURCHASE
CONTRACT OR ANY OTHER BOND DOCUMENT OR THE TRANSACTIONS
CONTEMPLATED HEREBY OR THEREBY (WHETHER BASED ON CONTRACT, TORT
OR ANY OTHER THEORY). EACH PARTY HERETO (A) CERTIFIES THAT NO
REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PERSON HAS
REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PERSON WOULD
NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER
AND (B) ACKNOWLEDGES THAT IT AND THE OTHER PARTIES HERETO HAVE BEEN
INDUCED TO ENTER INTO THIS PURCHASE CONTRACT AND THE OTHER BOND
DOCUMENTS BY, AMONG OTHER THINGS, THE MUTUAL WAIVERS AND
CERTIFICATIONS IN THIS SECTION.

15. USA Patriot Act. The Purchaser hereby notifies the City and County that pursuant
to the requirements ofthe USA PATRIOT Act (Title III of Pub. L. 107-56 (signed into law October
26, 2001)) (the “Act”), it is required to obtain, verify and record information that identifies the
City and County, which information includes the name and address of the City and County and
other information that will allow the Purchaser to identify the City and County in accordance with
the Act. The City and County agrees to, promptly following a reasonable request by the Purchaser,
provide all such other documentation and information that the Purchaser requests in order to
comply with its ongoing obligations under applicable “know your customer” and anti-money
laundering rules and regulations, including the Act.

[Signature Page follows]
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Accepted this day of ____________,2017

CITY AND COUNTY OF HONOLULU

[BANK OF AMERICA CORPORATE
AFFILIATE]

By:
Authorized Signatory

By’
Director of Budget and Fiscal Services

By
Director of Environmental Services

Approved as to form and legality:

Corporation Counsel
City and County of Honolulu

I 29282005
[Signature Page to Bond Purchase Contract)



EXHIBITA

TERMS OF THE BONDS TO BE PURCHASED BY THE PURCHASER

Interest Maturity Date Amount
Rate

Mandatory Redemption

~lie Bonds are subject to mandatory sinking fund redemption in the manner set forth in the
Supplemental Certificate.

Optional Redemption

The Bonds are subject to redemption at the option of the City and County in the manner
set forth in the Supplemental Certificate.

A-I
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EXHIBIT B

[FORM OF BOND COUNSEL’S SUPPLEMENTAL OPINION]

[DATE]

State of Hawaii
City and County o Honolulu

[Bank of America Corporate Affiliate]
Los Angeles, California

Re: City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds (First Bond Resolution)
Senior Series 20171 1 (Refundina)

Ladies and Gentlemen:

This letter is addressed to you, as Purchaser, pursuant to Section 5(a)(6) of the Bond Purchase
Contract dated ____________,20l7 (the “Purchase Contract”), by and among you and the City and
County ofl-lonolulu (the “City and County”), providing for the purchase of$____________ principal
amount of City and County of Honolulu Wastewater System Revenue Bonds (First Bond
Resolution) Senior Series 201 7[ I (Refunding). The Bonds are being issued pursuant to
proceedings of the City Council of the City and County, including resolutions adopted by the City
Council (collectively, the “Resolution”), and a Certificate of the Director of Budget and Fiscal
Services of the City and County dated as of __________, 2017 (the “Certificate”). Capitalized
terms not otherwise defined herein shall have the meanings ascribed thereto in the Certificate or,
if not defined in the Certificate, in the Bond Purchase Contract.

We have delivered our final legal opinion (the “Bond Opinion”) as bond counsel to the City and
County concerning the validity of the Bonds and certain other matters, dated the date hereof and
addressed to the City and County. You may rely on the Bond Opinion as though the same were
addressed to you.

In connection with our role as bond counsel to the City and County, we have reviewed the Purchase
Contract, the Certificate, the Tax Certificate, an opinion of the Corporation Counsel of the City
and County, certificates of the City and County and others, and such other documents, opinions
and matters to the extent we deemed necessary to provide the opinions set forth herein.

B-I
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The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decisions and cover certain matters not directly addressed by such authorities. Such opinions
may be affected by actions taken or omitted or events occurring after the date hereof. We have
not undertaken to determine, or to inform any person. whether any such actions are taken or
omitted or events do occur or any other matters come to our attention after the date hereof. We
have assumed the genuineness of all documents and signatures presented to us (whether as
originals or as copies) and the due and legal execution and delivery thereof by, and validity against,
any parties other than the City and County. We have assumed, without undertaking to verify, the
accuracy of the factual matters represented, warranted or certified in the documents, and of the
legal conclusions contained in the opinions, referred to in the third paragraph hereof. We have
further assumed compliance with all covenants and agreements contained in such documents. In
addition, we call attention to the fact that the rights and obligations tinder the Bonds, the
Certificate, the Resolution, the Tax Certificate, and the Purchase Contract and their enforceability
may be subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance,
moratorium and other laws relating to or affecting creditors’ rights, to the application of equitable
principles, to the exercise ofjudicial discretion in appropriate cases and to the limitations on legal
remedies against counties in the State of Hawaii. We express no opinion with respect to any
indemnification, contribution, liquidated damages, penalty (including any remedy deemed to
constitute a penalty), right of set-off, arbitration, choice of law, choice offorum, choice of venue,
non-exclusivity of remedies, waiver or severability provisions contained in the foregoing
documents, nor do we express any opinion with respect to the state or quality of title to or interest
in any assets described in or as subject to the lien of the Resolution or the accuracy or sufficiency
of the description contained therein of, or the remedies available to enforce liens on, any such
assets.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the
following opinions or conclusions:

I. The Bonds are not subject to the registration requirements of the Securities Act of
1933, as amended, and the Certificate is exempt from qualification pursuant to the Trust Indenture
Act of 1939, as amended.

2. The Purchase Contract has been duly executed and delivered by, and is a valid and
binding agreement of, the City and County.

This letter is furnished by us as bond counsel to the City and County. No attorney-client
relationship has existed or exists between our firm and you in connection with the Bonds or by
virtue of this letter. We disclaim any obligation to update this letter. This letter is delivered to
you as the Purchaser of the Bonds, is solely for your benefit as Purchaser and is not to be used,
circulated, quoted or otherwise referred to or relied upon for any other purpose or by any other
person. This letter is not intended to, and may not, be relied upon by owners of Bonds or by any
other party to whom it is not specifically addressed.

Very truly yours,

ORRICK, HERRINGTON & SUTCLIFFE LLP
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EXHIBIT C

[FORM OF OP[NION OF CORPORATION COUNSEL]

[Date]

State of Hawaii
City and County of Honolulu

[Bank of America Corporate Affiliate]
Los Angeles, California

Re: City and County of 1-lonolulu, Hawaii
Wastewater System Revenue Bonds (First Bond Resolution)
Senior Series 201711 (Refundina)

Ladies and Gentlemen:

The Department of the Corporation Counsel acts as counsel for the City and County
of Honolulu (the “City and County”), and in such capacity, the following opinion is delivered.
This opinion is delivered pursuant to the requirement of Section 5(aX7) of the Bond Purchase
Contract with the City and County, dated __________ 2017 (the “Bond Purchase Contract”),
relating to the Bonds identified above (the “Bonds”). Terms used and not otherwise defined herein
shall have the meanings assigned to them in the Bond Purchase Contract. We are of the following
opinions:

(I) The City and County is a duly organized and existing political subdivision
of the State of Hawaii. with full power under the Constitution and laws of the State, including the
Act, to enact and approve the Proceedings, to authorize the Bonds, the Certificate, the Escrow
Agreement, the Disclosure Certificate, the Bond Purchase Contract, and to perform its obligations
thereunder and contemplated thereby.

(2) The Director of Budget and Fiscal Services and the Director of
Environmental Services have the power to execute and deliver the Certificate and the Bond•
Purchase Contract, and the Director of Budget and Fiscal Services has the power to execute, issue
and deliver the Bonds and to execute and deliver the Escrow Agreement and the Disclosure
Certificate.

(3) No litigation is pending or, to my actual knowledge, threatened in any court
in any way affecting the legal existence of the City and County or the title of its officers and other
officials to their respective offices, or seeking to restrain or enjoin the issuance, sale or delivery of
the Bonds or the pledge of the revenues from the wastewater system of the City and County to pay
the principal of and interest on the Bonds, or in any way contesting or affecting the validity or
enforceability of the Bonds, the Certificate, the Escrow Agreement, the Disclosure Certificate or
the Bond Purchase Contract or contesting the powers of the City and County or its authority with

C-I
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respect to the Bonds, the Certificate, the Escrow Agreement, the Disclosure Certificate or the Bond
Purchase Contract.

In the.rendering of this opinion, we express no opinion as to the application of the
Federal law of the United States or the laws of any state regarding the documents referred to in
this opinion other than the State of Hawaii.

We are furnishing this letter to you pursuant to Section 5 of the Bond Purchase
Contract solely for the benefit of the Purchaser thereunder. This letter is not to be used, circulated,
quoted or otherwise referred to or relied upon for any other purpose or by any other person. This
letter is not intended to, and may not, be relied upon by owners of Bonds. We disclaim any
obligation to update this letter.

Very truly yours,

Corporation Counsel
City and County of Honolulu
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EXHIBIT D

FORM OF PURCHASER LETTER

Director of Budget and Fiscal Services
Director of Environmental Services
City and County of Honolulu
530 South King Street
Honolulu, Hawaii 96813

Re: City and County of Honolulu. Hawaii
Wastewater System Revenue Bonds (First Bond Resolution)
Senior Series 201711 (Refunding)

Ladies and Gentlemen:

This letter is being delivered by [Bank of America Corporate Affiliate] (the “Purchaser”)
in connection with the issuance and sale of the above-captioned bonds (the “Bonds”). In
connection with its purchase of the Bonds, the Purchaser hereby makes the representations,
warranties and covenants set forth below on the express understanding that they will be relied upon
by the addressee:

The Purchaser is either (a) an “accredited investor,” as defined in Rule 50l(A)(l),
(2), (3) or (7) of Regulation D promulgated under the Securities Act of 1933, as amended (an
“Institutional Accredited Investor”) or (b) a “qualified institutional buyer,” as defined in Rule
144A promulgated under the Securities Act of 1933, as amended (a “Qualified Institutional
Buyer”). The Purchaser is purchasing the Bonds for investment for its own account (which for the
Purchaser’s internal purposes may be a loan account), and not with a present view to, or for offer
or sale in connection with, any distribution thereof in violation of the Securities Act of 1933, as
amended, or other applicable securities laws; provided, that the Purchaser reserves the right to sell,
transfer or redistribute the Bonds, but agrees that any such sale, transfer or distribution by the
Purchaser shall be to a Person:

(i) that is an affiliate of the Purchaser;

(ii) that is a trust or other custodial arrangement established by the Purchaser or one of
its affiliates, the owners of any beneficial interest in which are limited to Qualified
Institutional Buyers or Institutional Accredited Investors;
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(iii) that is a secured party, custodian or other entity in connection with a pledge by the
Purchaser to secure public deposits or other obligations of the Purchaser or one of its
affiliates to state or local governmental entities; or

(iv) that the Purchaser reasonably believes to be a Qualified Institutional Buyer or
Institutional Accredited Investor and who executes an investor letter substantially in the
form of this letter.

2. The Purchaser (a) has experience in the tax-exempt municipal bond market. (b) has
knowledge and experience in financial and business matters and is capable of evaluating the merits
and risks of investing in the Bonds, and (c) is able to bear the economic risk of investing in the
Bonds, including a total loss of the Purchaser’s investment. The Purchaser has made its own
independent review of credit and related matters applicable to the City and County of Honolulu
(the “City and County”) as to the merits and risks of investing in the Bonds. The Purchaser has
sought such accounting, legal and tax advice as it has considered necessary to make an informed
investment decision.

3. The Purchaser has satisfied itself that, in purchasing the Bonds, it is making an
investment that is a lawful investment for the Purchaser under all applicable laws.

4. The Purchaser understands and acknowledges that the Bonds (a) have not been
registered under the Securities Act of 1933, as amended, and have not been registered or otherwise
qualified for sale under any applicable state securities laws or regulations, (b) will not be listed on
any stock or other securities exchange, and (c) may not be readily marketable.

5. The Purchaser will not offer, sell, transfer or otherwise dispose of any Bonds, or
any interest in the Bonds (including, but not limited to, any offer, sale, transfer, exchange or
disposition to an affiliate, fund, trust, pool or other legal entity), except in compliance with all
applicable state and federal securities laws.

6. The Purchaser understands and acknowledges that, as among the Purchaser and the
City and County, the Purchaser has assumed responsibility for obtaining such information and for
making such investigation and review as the Purchaser has deemed necessary or desirable in
connection with its decision to purchase the Bonds.

7. The Purchaser has been offered copies of or full access to all documents relating to
the Bonds and all records, reports, financial statements and other information concerning the City
and County, the use of the Proceeds, the provisions for payment of the Bonds, the security therefor
or the sufficiency of such provisions for payment thereof and security therefor which the
Purchaser, as a reasonable investor, has requested and to which the Purchaser, as a reasonable
investor, would attach significance in making investment decisions. The Purchaser has been
afforded the opportunity to ask such questions of representatives of the City and County as it has
deemed necessary in making its investment decisions, and the Purchaser has based its decision to
purchase the Bonds solely on its own investigation.including, without limitation, its review of
such documents, records. reports, financial statements and other information and discussions with
representatives of the City and County.
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8. The Purchaser acknowledges that the City and County, Bond Counsel, and others
will rely upon the truth and accuracy of the acknowledgements, representations and agreements
contained herein.

Sincerely,

[BANK OF AMERICA CORPORATE
AFFILIATEI

By: _______

Name:
Title:
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EXHIBIT £

S_________________

City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds
Senior Series 20171 1 (Refunding)

First Bond Resolution

CERTIFICATE OF THE PURCHASER

The undersigned, on behalf of [Bank of America Corporate Affiliatej (the “Purchaser”),
hereby certifies as set forth below with respect to the purchase of the above-captioned obligations
(the “Bonds”).

I. Purchase of the Bonds. On the date of this certificate, the Purchaser is purchasing the
Bonds for the amount ol’S________ The Purchaser is not acting as an Underwriter with respect
to the Bonds. The Purchaser has no present intention to sell, reoffer, or otherwise dispose of the
Bonds (or any portion of the Bonds or any interest in the Bonds). The Purchaser has not contracted
with any person pursuant to a written agreement to have such person participate in the initial sale
of the Bonds and the Purchaser has not agreed with the City and County of Honolulu (the “Issuer”)
pursuant to a written agreement to sell the Bonds to persons other than the Purchaser or a related
party to the Purchaser.

2. Defined Terms

(a) Public means any person (including an individual, trust, estate, partnership,
association, company or corporation) other than an Underwriter or a related party to an
Underwriter. The term “related party” for purposes of this certificate generally means any two or
mdre persons who have greater than 50 percent common ownership, directly or indirectly.

(b) Underwriter means (i) any person that agrees pursuant to a written contract with
the Issuer (or with the lead underwriter to form an underwriting syndicate) to participate in the
initial sale of the Bonds to the Public, and (ii) any person that agrees pursuant to a written contract
directly or indirectly with a person described in clause (i) of this paragraph to participate in the
initial sale of the Bonds to the Public (including a member ofa selling group or a party to a retail
distribution agreement participating in the initial sale of the Bonds to the Public).
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The representations set forth in this certificate are limited to factual matters only. Nothing
in this certificate represents the Purchaser’s interpretation of any laws, including specifically
Sections 103 and 148 of the Internal Revenue Code of 1986, as amended, and the Treasury
Regulations thereunder. The undersigned understands that the foregoing information will be relied
upon by the Issuer with respect to certain of the representations set forth in the Tax Certificate with
respect to compliance with the federal income tax rules affecting the Bonds and by Orrick,
Herrington & Sutcliffe LLP in connection with rendering its opinion that the interest on the Bonds
is excluded from gross income for federal income tax purposes, the preparation of the Form 8038-
G and other federal income tax advice that it may give to the City and County of Honolulu from
time to time relating to the Bonds.

[BANK OF AMERICA CORPORATE
AFFILIATE], as Purchaser

By:_

Name:

Dated: [ISSUE DATE]
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BOND PURCHASE CONTRACT
for

City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds

$000,000,000 $000,000,000
Senior Series 2018A Senior Series 20l8B

First Bond Resolution (Refunding)
First Bond Resolution

$000,000,000 $000,000,000
Senior Series 201 SC Senior Series 201 SD

(Crossover Refunding) (Taxable Crossover Refunding)
First Bond Resolution First Bond Resolution

January_, 2018

Director of Budget and Fiscal Services
Director of Environmental Services
City and County of Honolulu
530 South King Street
Honolulu. Hawaii 96813

Dear Directors:

The undersigned, Merrill Lynch, Pierce, Fenner & Smith Incorporated (the
“Representative”), on behalf of itself and Piper .Jaffray & Co. (together, the “Underwriters”), hereby
offer to enter into this Bond Purchase Contract (this “Bond Purchase Contract”) with the City and
County of Honolulu (the “City and County”). Upon the City and County’s acceptance of this oiler,
this Bond Purchase Contract will be binding upon the City and County and the Underwriters. This
offer is made subject to acceptance by the City and County at or prior to 5:00 P.M., New York time,
on the date hereof, and, if not so accepted, will be subject to withdrawal by the Representative upon
written notice delivered to the City and County at any time prior to such acceptance.

I. Purchase of the Bonds. On the basis of the representations, warranties,
covenants and agreements herein contained, but subject to the terms and conditions herein set forth,
the Underwriters hereby agree to purchase, and the City and County hereby agrees to sell, all and not
less than all of $________________ aggregate principal amount of City and County of Honolulu,
Hawaii, Wastewater System Revenue Bonds First Bond Resolution, Senior Series 2018A (the
“2018A Bonds”), Senior Series 2018B (Refunding) (the “20l8B Bonds”), Senior Series 2018C
(Crossover Refunding) (the “2OlSC Bonds” and, together with the 2018A Bonds and 20l8B Bonds,
the “Tax-Exempt Bonds”) and Senior Series 2018D (Taxable Crossover Refunding) (the “2OlSD
Bonds” and, together with the 201 SC Bonds, the “Crossover Bonds” and, together with the 201 8A
Bonds, 2018B Bonds and 2018C Bonds, the “Bonds”). The purchase price for the Bonds shall be
$ , representing the aggregate principal amount of the Bonds, plus net original issue
premium and less the amount of the Underwriters’ compensation pursuant to Section 3 hereof The
Bonds shall be as provided in, and shall be issued under the provisions of, Chapter 49, Hawaii
Revised Statutes and the Revised Charter of the City and County of Honolulu (collectively, the
“Act”), and proceedings of the City Council, including Resolution No.98-193, CDI, as amended and
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supplemented by Resolution No. 06-266, CDI and Resolution No. 10-283 (the “First Bond
Resolution”), and the applicable Series Resolution relating to the Bonds (collectively, the
“Proceedings”), and a Certificate of the Director of Budget and Fiscal Services of the City and
County, acknowledged and agreed to by the Director of Environmental Services of the City and
County (the “Certificate”), which shall be substantially in the form heretofore received by the
Undenvriters. with only such changes therein as may be agreed upon by the parties hereto. The
Bonds shall be dated, shall have the maturities, shall bear interest at the rates and payable at the times
determined, and shall be subject to redemption, all in accordance with the Certificate, and shall
otherwise be as described in the official statement of even date herewith relating to the Bonds
(which, together with all appendices thereto and with such changes therein and supplements thereto
as are consented to in writing by the Representative, is herein called the “Official Statement”).
Capitalized terms not otherwise defined herein shall have the meanings ascribed thereto in the
Certificate or, ifnot defined in the Certificate, in the Official Statement.

In addition to the terms defined elsewhere in this Bond Purchase Contract, as used in
this Bond Purchase Contract, the following terms shall have the indicated meanings:

‘Exchange Act” shall mean the Securities Exchange Act of 1934, as the same shall
from time to time be supplemented or amended.

“MSRB” shall mean the Municipal Securities Rulemaking Board.

“Rule ]5c2-12” shall mean Rule 15c2-I2 promulgated by the SEC pursuant to the
Exchange Act, as said rule shall from time to time be supplemented or amended, together with all
interpretive guidances or other interpretations or explanations thereof that are promulgated by the
SEC, except to the extent such interpretive guidances, interpretations or explanations have no binding
legal effect and are generally regarded by the municipal securities industry as not being legally
correct.

“SEC’ shall mean the United States Securities and Exchange Commission.

Proceeds of the Bonds will be applied, as described in the Official Statement: (i) to
hind the cost of certain additions and improvements to the City and County’s wastewater system; (ii)
to pay interest on the Crossover Bonds through July 1, 2020 and to refund certain outstanding
wastewater system revenue bonds of the City and County pursuant to an Escrow Agreement (the
“Escrow Agreement”) between the City and County and U.S. Bank National Association, as escrow
agent; and (iii) to pay certain costs of issuance relating to the Bonds.

The Underwriters agree to make a bona fide public offering of all of the Bonds at not
in excess of the initial public offering prices or less than the yields as set forth in the Official
Statement. The Bonds may be offered and sold to certain dealers (including dealers depositing the
Bonds into investment trusts) at prices lower than such public offering prices, and such public
offering prices may be changed, from time to time, by the Underwriters.

At 11:00 A.M.. New York time, on January_, 2018, or at such earlier or later time
or date as shall be agreed upon by the Representative and the City and County (such time and date
being herein referred to as the “Closing Date”), the City and County will deliver to the Undenvriters
the Bonds (in definitive typewritten form and bearing CUSIP numbers), duly executed by the City
and County, and the other documents herein mentioned, and the Underwriters will accept such
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delivery and pay the purchase price of the Bonds in immediately available funds. Delivery and
payment as aforesaid shall in each case be made at the offices of Alston Hunt Floyd & Ing, Honolulu,
Hawaii. or such other place as shall have been mutually agreed upon by the City and County and the
Representative, except that the Bonds shall be delivered through the facilities of The Depository
Trust Company (“DTC”) in New York, New York or at such other place and in such manner as shall
have been mutually agreed upon by the City and County and the Representative. The Bonds shall be
made available to the Underwriters in New York, New York, not later than one (I) securities market
business day before the Closing Date for the purposes of inspection and packaging.

The Bonds shall be issued initially in fully registered form, each Bond to be in a
denomination equal to and representing the total amount of Bonds maturing on a particular date, and
registered in the name of CEDE & Co., as nominee for The Depository Trust Company, New York,
New York.

2. Disclosure Documents. Within seven (7) business days from the date hereof;
and in any event not later than two (2) business days before the Closing Date the City and County
shall deliver to the Underwriters a final Official Statement relating to the Bonds dated the date hereof
(such Official Statement, including the cover page, and all appendices attached thereto, together ~vith
all information previously permitted to have been omitted by Rule 15c2-12 and any amendments or
supplements and statements incorporated by reference therein or attached thereto, as have been
approved by the City and County, Bond Counsel, Co-Underwriters’ Counsel and the Representative,
is referred to herein as the “Official Statement”) and such additional conformed copies thereof as the
Representative may reasonably request in sufficient quantities to comply with Rule l5c2-l2, rules of
the MSRB and to meet potential customer requests for copies of the Official Statement. The
Underwriters agree to file a copy of the Official Statement, including any amendments or
supplements thereto prepared by the City and County, with the MSRB on its Electronic Municipal
Markets Access (“EMMA”) system. The City and County shall execute the Official Statement by an
authorized officer of the City and County. The Official Statement shall be in substantially the same
form as the Preliminary Official Statement and, other than information previously permitted to have
been omitted by Rule 15c2-12, the City and County shall only make such other additions, deletions
and revisions in the Official Statement which are approved by the Representative. The Underwriters
hereby agree to cooperate and assist in the preparation of the Official Statement. The City and
County hereby agrees to deliver to the Underwriters an electronic copy of the Official Statement in a
form that permits the Undenvriters to satisfy their obligations under the rules and regulations of the
MSRB and the SEC. The City and County hereby ratifies, confirms and approves the use and
distribution by the Underwriters prior to the date hereof of the Preliminary Official Statement of the
City and County, dated January —, 2018 (which is herein called the “Preliminary Official
Statement”), confirms that the City and County deemed the Preliminary Official Statement final and
complete as of the date thereof; except for the omission of certain information permitted to be
omitted under Rule l5c2-12; and hereby authorizes the Underwriters, in connection with the offer
and sale of the Bonds, to use and distribute the Official Statement and other documents, certificates
and statements furnished by the City and County to the Underwriters in connection with the
transactions contemplated by this Bond Purchase Contract, in order to assist the Underwriters in
complying with Rule 15c2-l2, the City and County will undertake, pursuant to a Certificate of the
Director of Budget and Fiscal Services (the “Disclosure Certificate”), to provide certain annual
financial information and notices of the occurrence of certain events pursuant to Rule 15c2-l2. A
description of this undertaking is set forth in the Preliminary Official Statement and in the Official
Statement.
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3. Underwriters’ Compensation. The Underwriters shall receive as total
compensation for its services the sum of $ , which is the difference between the
price paid to the Undenvriters by purchasers of the Bonds and the price paid by the Undënvriters to
the City and County as provided in Section 1 hereof.

4. Renresentations. Warranties and Covenants of the City and County. The City
and County hereby represents and warrants to and covenants with the Undenvriters as follows:

(a) The City and County is a political subdivision of the State of Hawaii (the
“State”), the Director of Budget and Fiscal Services (the “Finance Director”) is the head of the
Department of Budget and Fiscal Services of the City and County, and the Director of Environmental
Services (the “Environmental Director”) is the head of the Department of Environmental Services of
the City and County, and, under the Constitution and laws of the State, including the Act, and
pursuant to the Proceedings, the City and County has, and at the Closing Date will have, full legal
right, power and authority (i) to issue the Certificate and to enter into this Bond Purchase Contract
and the Escrow Agreement, (ii) to execute and deliver the Escrow Agreement and (lie Disclosure
Certificate, (iii) to issue, sell and deliver the Bonds pursuant to the Certificate as provided herein, and
(iv) to carry out and consummate the transactions contemplated by this Bond Purchase Contract, the
Certificate, the Escrow Agreement, the Disclosure Certificate and the Official Statement.

(b) The City and County has complied, and at the Closing Date will in all
respects be in compliance, with the Act, the Proceedings, the Certificate, the Escrow Agreement and
the Disclosure Certificate.

(c) The Preliminary Official Statement as of its date and as of the date hereof was
and is true, correct and complete in all material respects and did not and does not contain any untrue
statement of a material fact or omit to state a material fact required to be stated therein or necessary
to make the statements therein, in light of the circumstances under which they were made, not
misleading.

(d) At the time of the City and County’s acceptance hereof, the Official
Statement is true, complete, correct and final in all material respects, and at the time of delivery
thereof to the Underwriters and at all times subsequent thereto up to and including the Closing Date,
the Official Statement will be true, correct, complete and final in all material respects and does not
and will not contain any untrue statement ofa material fact or omit to state a material fact required to
be stated therein or necessary to make the statements therein, in light of the circumstances under
which they were made, not misleading.

(e) During the period of25 days beginning with the later of(i) the date the Bonds
are delivered by the City and County to the Underwriters or (ii) the date upon which the Underwriters
retain no unsold balance of any Bonds for sale to the public, if any event shall occur as a result of
which it may be necessary to supplement the Official Statement in order to make the statements
therein, in light of the circumstances existing at such time, not misleading, the Director of Budget
and Fiscal Services and the Director of Environmental Services of the City and County shall
forthwith notif5i the Representative of any such event of which lie or she has actual knowledge and
shall cooperate filly in the preparation and furnishing of any supplement to the Official Statement
necessary. in the opinion of the Representative, so that the statements therein as so supplemented will
not be misleading in the light of the circumstances existing at such time.
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(0 The City and County will cooperate with the Underwriters in taking all
necessary action for the qualification of the Bonds for sale and the determination of their eligibility
for investment under the laws of such jurisdictions as the Representative designates and the
continuation of such qualifications in effect so long as required for the distribution thereof, provided
that the City and County shall not be required to take any action that would subject it to general
service of process in any jurisdiction where it is not now so subject.

(g) The City and County has (i) duly adopted the Proceedings and issued the
Certificate, (ii) duly authorized and approved the execution and delivery of this Bond Purchase
Contract, the Escrow Agreement and the Disclosure Certificate, (iii) duly authorized and approved
the performance by the City and County of its obligations contained in the Proceedings, the
Certificate, this Bond Purchase Contract, the Escrow Agreement and the Disclosure Certificate and
the transactions contemplated by such documents and the Official Statement, and (iv) duly
authorized and approved, upon satisfaction of the conditions set forth herein, the issuance and
delivery of the Bonds.

(h) The City and County is not in breach or violation of or default under any
applicable law, rule or regulation of the United States or of the State or of any department, division,
agency or instrumentality thereof, or any applicable order, judgment or decree of any court or other
governmental agency or body, which breach, violation or default would result in a material adverse
change in the financial position or results of operations of the Wastewater System (as defined in the
Proceedings) or materially adversely affect the properties or assets of the Wastewater System, and
the City and County is not in breach or violation of or in default under any bond, note, loan
agreement, resolution, certificate, agreement or other instrument to which the City and County is a
party or by which it is bound or to which any of its property is subject, which breach, violation or
default might result in a material adverse change in the financial position or results of operation of
the Wastewater System or materially adversely affect the properties or assets of the Wastewater
System. The execution and delivery of this Bond Purchase Contract, the Escrow Agreement, the
Disclosure Certificate, and the Bonds, the adoption of the Proceedings, the issuance of the Certificate
and the Bonds, and the fulfillment of the terms and provisions hereof and thereof, will not conflict
with or constitute a breach or violation of or default under any such applicable law, rule, regulation,
order, judgment, decree, bond, note, loan agreement, resolution, certificate, agreement or other
instrument, and the City and County has no reason to believe that any such conflict, breach, violation
or default will exist on the Closing Date.

(i) No authorization, approval, consent or order of or filing or registration with
any court or governmental agency or body is required for the valid authorization, execution, issuance,
sale or delivery of the Bonds or the exclusion from gross income of interest on the Tax-Exempt
Bonds for federal income tax purposes or the valid adoption by the City and County of the
Proceedings, the issuance of the Certificate or the execution and delivery of this Bond Purchase
Contract, the Escrow Agreement and the Disclosure Certificate, except (i) such action as shall have
been taken by the City and County prior to the Closing Date, (H) the filing of an information return
with respect to the Bonds as required by Section 149(e) of the Internal Revenue Code of 1986 (the
“Code”) and (Hi) such action as may be required to qualify the Bonds for sale under the blue sky or
other securities laws of any jurisdiction.

U) The City and County has obtained all permits and licenses required for the
construction and operation of Wastewater System, as it now exists and, if applicable, as contemplated
to be expanded with the proceeds of the Bonds, or will have obtained all such permits and licenses
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not later than the date required therefor before any expansions are built or placed in service, as the
case may be, and all such permits and licenses, to the extent obtained, are currently in IblI force and
effect. All rates and charges with respect to the Wastewater System as described in the Official
Statement have been approved by all necessary governmental bodies, and all such rates and charges
are in full force and effect and have not been rescinded, nor has any action been taken to modi& or
rescind any such rates or charges.

(k) At the time of the City and County’s acceptance hereolç no action, stilt,
proceeding, inquiry or investigation at law or in equity was pending or, to the actual knowledge of
the Director of Budget and Fiscal Services or the Director of Environmental Services of the City and
County, threatened, in any court, public board or body, in any way affecting the legal existence of the
City and County or the title of the officers of the City and County to their respective offices, or
seeking to restrain or enjoin the issuance, sale or delivery of the Bonds or in any material way
adversely affecting the collection of revenues or assets of the Wastewater System, the validity or
enforceability of the Bonds, the Proceedings, the Certificate, the Escrow Agreement, the Disclosure
Certificate or this Bond Purchase Contract or the power or authority of the City and County with
respect thereto.

Cl) The financial statements of the Sewer Fund contained or referenced in the
Preliminary Official Statement and the Official Statement present fairly the financial position of such
Fund as of the respective dates and the results of its operations and changes in financial position for
the periods specified therein. Subsequent to the respective dates of the most recent financial
statements included in the Official Statement, there has been no material adverse change in the
financial position or results of such Fund except as set forth or contemplated in the Official
Statement.

(m) The Certificate and the Bonds conform to the descriptions thereof contained
in the Official Statement and the Bonds, when duly issued and authenticated in accordance with the
Certificate and delivered to the Underwriters as provided herein, will be validly issued and
outstanding obligations of the City and County, entitled to the benefits of the Certificate and payable
from the sources therein specified.

(n) The City and County has executed and delive~ed, or will execute and deliver
on or before the Closing Date, each of the Proceedings, the Certificate, this Bond Purchase Contract,
the Escrow Agreement and the Disclosure Certificate. Each of the Proceedings, the Certificate, this
Bond Purchase Contract, the Escrow Agreement and the Disclosure Certificate constitutes, or will, as
of the Closing Date, constitute, a legal, valid and binding obligation of the City and County
enforceable in accordance with its terms, subject to any applicable bankruptcy, insolvency or other
laws affecting creditors’ rights or remedies heretofore or hereafter enacted. To the actual knowledge
of the Director of Budget and Fiscal Services and the Director of Environmental Services of the City
and County, each of the Proceedings, the Certificate, this Bond Purchase Contract, the Escrow
Agreement and the Disclosure Certificate has been executed and delivered, or will be executed and
delivered on or before the Closing Date, by each respective signatory and is currently in full force
and effect or, as of the Closing Date, will be in full force and effect.

(o) During the past five years, except as otherwise disclosed in the Preliminary
Official Statement and the Official Statement, the City and County has not failed to materially
comply with any previous undertaking relating to continuing disclosure of information pursuant to
RtLle l5c2-12.
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(p) Any certificates executed by any officer of the City and County and delivered
to the Underwriters pursuant hereto or in connection herewith shall be deemed a representation and
warranty of the City and County as to the accuracy of the statements therein made.

5. Conditions to the Oblications of the Underwriters.

(a) The obligation of the Underwriters to purchase the Bonds on the Closing Date
shall be subject to the accuracy of the representations and warranties on the part of the City and
County herein, to the accuracy of the statements of officers of the City and County made pursuant to
the provisions hereof, to the performance by the City and County of its obligations hereunder to be
performed on or before the Closing Date and to the following additional conditions precedent:

(I) The Proceedings, the Certificate, the Escrow Agreement and the
Disclosure Certificate shall have been duly adopted, issued, executed and delivered, as applicable, by
the City and County and shall be in hill force and effect and shall not have been amended, modified
or supplemented except as may have been agreed to in writing by the Representative, and the City
and County shall have duly adopted and there shall be in full force and effect such additional
resolutions as in the opinion of Orrick. Herrington & Sutcliffe LLP (“Bond Counsel”) shall be
necessary or appropriate in connection with the Proceedings, the Certificate, the Escrow Agreement
and the Disclosure Certificate, with the issuance of the Bonds and with the transactions contemplated
thereby and hereby. No default shall have occurred and be continuing under the Proceedings or the
Certificate, and no event shall have occurred and be continuing which with the lapse of time or the
giving of notice or both would constitute such a default.

(2) Subsequent to the City and County’s acceptance of this Bond
Purchase Contract; there shall not have occurred any event materially and adversely affecting the
City and County or the transactions contemplated hereby which, in the reasonable opinion of the City
and County or of the Representative, is required to be set forth in an amendment or supplement to the
Official Statement (whether or not the Official Statement shall have been amended or supplemented
to set forth such event).

(3) Subsequent to the City and County’s acceptance of this Bond
Purchase Contract, the market price of general credit or revenue obligations issued by states or
political subdivisions tliereoI~ or the market price of obligations of the character of the Bonds, shall
(in the reasonable judgment of the Representative) not have been materially and adversely affected
by (i) a tentative decision with respect to legislation reached by a committee of the House of
Representatives or Senate of the U.S. Congress oran official pronouncement by the Chairman of any
such committee with respect to any such legislation, legislation introduced in or enacted by the
Congress of the United States, or passed by either House of the Congress or recommended to the
Congress for passage by the President of the United States or by the Secretary of the U.S. Treasury
Department. or favorably reported for introduction or passage to either House of Congress by any
Committee of such House to which such legislation has been referred for consideration, or an official
pronouncement by the Congressional sponsor of any such pending legislation, or legislation pending
in the Congress of the United States shall be amended, or legislation introduced in or enacted by the
legislature of the State of Hawaii or a decision rendered by a court of the United States or the State of
Hawaii or by the United States Tax Court, or a ruling, order, official statement, or regulation (final,
temporary or proposed) made by the Treasury Department of the United States or the Internal
Revenue Service or other federal or State of Hawaii authority, with respect to federal or State of
Hawaii taxation upon interest received on the Bonds or obligations of the general character of the
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Bonds, which in any such case may have the purpose or effect of changing, directly or indirectly, the
federal income tax consequences or State of Hawaii tax consequences of interest on the Bonds or
obligations of the general character of the Bonds in the hands of the holders thereof; or (ii) a tentative
decision with respect to legislation reached by a committee of the House of Representatives or Senate
of the U.S. Congress or an official pronouncement by the Chairman of any such committee with
respect to any such legislation, legislation introduced in or enacted by the Congress of the United
States, or passed by either House of the Congress or recommended to the Congress for passage by
the President of the United States or by the Chairman of the SEC, or favorably reported for
introduction or passage to either House of Congress by any Committee of such House to which such
legislation has been referred for consideration, or an official pronouncement by the Congressional
sponsor of any such pending legislation, or legislation pending in the Congress of the United States
shall be amended, or a decision rendered by a court of the United States, or a ruling, order, official
statement, or regulation (final, temporary or proposed) made by or on behalf of the SEC, or any other
governmental agency having jurisdiction of the subject matter, to the effect that the Bonds or
obligations of the general character of the Bonds are not exempt from registration under, or other
requirements of; the Securities Act of 1933, as amended, or that the Certificate is not exempt from
qualification under, or other requirements of; the Trust Indenture Act of 1939, as amended, or that
the issuance, offering or sale of the Bonds or obligations of the general character of the Bonds as
contemplated hereby or by the Official Statement is or would be in violation of the federal securities
laws as amended and then in effect; or (iii) the United States shall have become engaged in
hostilities, whether or not a war shall have been declared, or there shall have occurred an escalation
of any hostilities involving the armed forces of any country, or any other national emergency or
national calamity relating to the effective operation of the United States Government or of the
financial community which, in the Representatives opinion, materially adversely affects the market
price of the Bonds; (iv) there shall have occurred a general suspension of or material limitation of
trading on The New York Stock Exchange or other national securities exchange as the result of an
event affccting the national economy, or minimum or maximum prices for trading shall have been
established on any such exchange and be in force, or minimum or maximum ranges for prices for
securities shall be in force on any such exchange; (v) the New York Stock Exchange or other national
securities exchange, or any governmental authority, shall have imposed, as to the Bonds or
obligations of the general character of the Bonds, any material restrictions not now in force or being
enforced, or have increased materially from those noiv in force or being enforced with respect to the
extension of credit by, or the charge to the net capital requirements of; or financial responsibility
requirements of; the Underwriters; or (vi) a general suspension of trading on the New York Stock
Exchange, or fixing of minimum or maximum prices for trading or maximum ranges for prices for
securities on the New York Stock Exchange, whether by virtue of a determination by that Exchange
or by order of the SEC or any other governmental authority having jurisdiction; or (vii) a general
banking moratorium declared by either federal or New York or Hawaii authorities having
jurisdiction.

(4) On or prior to the Closing Date, no order, ruling, regulation, decree or
injunction of any court of cornpetentjurisdiction or of any governmental body or authority shall have
been issued, and no judicial proceeding shall have been commenced, nor shall any legislation have
been enacted, with the purpose or effect of prohibiting the issuance, offering, sale or distribution of
the Bonds as contemplated hereby or by the Official Statement or performance by the City and
County of its obligations under the Proceedings, the Certificate, the Escrow Agreement, the
Disclosure Certificate or this Bond Purchase Contract in accordance with their respective terms.
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(5) At or prior to the Closing, the Representative shall have received the
following documents, in each case satisfactory in form and substance to the Representative: duly
executed or certified copies of: (I) the Proceedings; (ii) the Certificate; (iii) the Escrow Agreement;
(iv) Disclosure Certificate; (v) this Bond Purchase Contract; and (vi) the Official Statement.

(6) The Representative shall have received the opinion of Bond Counsel
with respect to the Bonds, dated the Closing Date, substantially in the form attached to the draft
Official Statement heretofore received by the Underwriters, together with a supplemental opinion of
Bond Counsel, addressed to the Representative on behalf of the Underwriters, dated the Closing
Date, in substantially the form attached as Exhibit A hereto.

(7) The Representative shall have received an opinion, dated the Closing
Date, of Corporation Counsel to the City and County substantially in the form attached as Exhibit B
hereto.

(8) The Representative shall have received opinions, dated the Closing
Date, of Alston Hunt Floyd & lng and Katten Muchin Rosenman LLP, co-counsel to the
Underwriters, in substantially the form attached as Exhibit C hereto.

(9) The Representative shall have received a certificate, dated the Closing
Date, signed by the Director of Budget and Fiscal Services and the Director of Environmental
Services, to the effect that (i) the representations and warranties of the City and County contained
herein are true and correct in all material respects on and as of the Closing Date; (ii) to the actual
knowledge of said officers the information and statements, including financial statements, of or
pertaining to the Wastewater System and the Sewer Fund contained in the Official Statement were
and are correct in all material respects; (iii) insofar as the City and County and its affairs, including
the financial affairs of the Wastewater System and the Sewer Fund, are concerned, the Official
Statement did not and does not contain an untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary to make the statements therein, in the light of
the circumstances under which they were made, not misleading; (iv) insofar as the descriptions and
statements, including financial data, contained in the Official Statement, of or pertaining to non
governmental bodies or governmental bodies other than the Department of Environmental Services
are concerned, such descriptions, statements and data have been obtained from sources believed by
the City and County to be reliable, and the City and County has no reason to believe that they are
untrue or incomplete in any material respect; (v) no litigation is pending or, to the actual knowledge
of such officers, threatened in any court in any way adversely affecting the legal existence of the City
and County or seeking to restrain or to enjoin the issuance, sale or delivery of the Bonds, or
materially and adversely affecting the right of the City and County to collect Wastewater System
revenues to pay the principal of and interest on the Bonds, or in any way materially and adversely
contesting or affecting the validity or enforceability of the Bonds, the Proceedings, the Certificate,
the Escrow Agreement, the Disclosure Certificate or this Bond Purchase Contract or contesting the
completeness or accuracy of the Preliminary Official Statement or the Official Statement, or
contesting the power of the City and County or its authority with respect to the Bonds, the
Proceedings, the Certificate, the Escrow Agreement, the Disclosure Certificate or this Bond Purchase
Contract (but in lieu of or in conjunction with such certificate, the Representative may, in its sole
discretion, accept certificates or opinions of Corporation Counsel to the City and County, acceptable
to the Representative, that in the opinion of such counsel the issues raised in any such pending or
threatened litigation are without substance or that the contentions of all plaintiffs therein are without
merit); (vi) to the actual knowledge of said officer, no event materially and adversely affecting the
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City and County or the transactions contemplated hereby has occurred since the date of the Official
Statement which, in the reasonable opinion of the City and County, is required to be set forth in an
amendment or supplement to the Official Statement (whether or not the Official Statement shall have
been amended or supplemented to set forth such event); (vii) the City and County has the full legal
right, power and authority to carry out arid consummate the transactions contemplated hereby and by
the Official Statement; and (viii) the City and County has complied with all the requirements and
satisfied all the conditions on its part to be performed or satisfied at or prior to the Closing Date.

(10) The Representative shall have received rating letters evidencing that
the Bonds have been rated”” by Fitch Ratings and ““ by Moody’s Investors Service.

(II) A copy of the Blue Sky Survey with respect to the Bonds.

(12) The Representative shall have received such additional certificates,
instruments and other documents as it may reasonably request to evidence the truth and accuracy as
of the Closing Date of the representations and warranties of the City and County herein and the due
performance or satisfaction by the City and County at or prior to the Closing Date of all agreements
then to be performed and all conditions then to be satisfied by the City and County.

(b) The City and County will fUrnish the Representative with such conformed
copies of such opinions, certificates, letters and documents as the Representative reasonably requests.
If the City and County shall be unable to satisl5’ or cause to be satisfied any condition to the
obligations of the Underwriters contained in this Bond Purchase Contract and the satisfaction of such
condition shall not be waived by the Representative, this Bond Purchase Contract shall terminate.
and neither the Underwriters nor the City and County shall have any further obligations or liabilities
hereunder except as otherwise provided in Section 8.

6. Conditions to the Obligations of the City and County. The obligations of the
City and County to issue and sell the Bonds to the Underwriters will be subject to performance by the
Underwriters of their obligations hereunder and to the receipt by the City and County on the Closing
Date of the opinion of Bond Counsel, dated the Closing Date, substantially in the form attached to
the Official Statement, and such other certificates, letters ~ind documents from the Underwriters or
others as the City and County may reasonably request to evidence facts necessary for Bond Counsel
to render such opinion.

7. Survival of Certain Representations and Obligations. The City and County
and the Underwriters hereby agree that the respective agreements, representations, warranties and
other statements of the City and County and of the Undenvriters and their respective officers set forth
in or made pursuant to this Bond Purchase Contract will remain in full force and effect, regardless of
any investigation, or statement as to the results thereof: made by or on behalf of the Underwriters or
the City and County and will survive the Closing Date, In addition. the obligations of the City and
County under Section ~G) below will survive in the event ofa failure to close.

8. Expenses.

(a) The City and County will pay or cause to be paid from fUnds available to it all
expenses incident to the performance of its obligations lander this Bond Purchase Contract and the
fUlfillment of the conditions imposed hereunder, including but not limited to the cost of preparing,
printing and mailing the Preliminary Official Statement, the Official Statement and any supplement
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thereto (except to the extent payable by the Underwriters pursuant to Section 8(b) below), the cost of
preparing arid mailing the Bonds, the Proceedings, the Certificate, the Escrow Agreement, the
Disclosure Certificate, and any amendments or supplements thereto, in reasonable quantities, and all
other documents prepared in connection with the transactions contemplated by this Bond Purchase
Contract, the expenses of the City and County, the fees and expenses of Bond Counsel and
Corporation Counsel for the City and County, the fees charged by investment rating agencies with
respect to the Bonds, the fees and expenses of the escrow agent for the Refunded Bonds, and the fees
and expenses of any auditors retained by the City and County in connection with the transactions
contemplated herein. In addition, certain of the foregoing expenses, as determined by the
Undenvriters and the City and County. may be paid by the Underwriters on behalf of the City and
County and deducted from the Purchase Price otherwise payable to the City and County at Closing.
To the extent that the Undenvriters, in order to facilitate the transactions hereunder, have advanced
funds to pay any expenses of the City and County incidental to this Bond Purchase Contract and the
transactions hereunder (including, but not limited to, transportation, lodging, meals and other
ancillary costs of City and County representatives associated with the financing), the City and
County shall reimburse the Underwriters for such advances as part of the expense component of the
Undenvriters’ compensation hereunder.

(b) The Underwriters will pay or cause to be paid the cost of preparing, printing
and mailing any amendment or supplement to the Official Statement resulting from a determination
by the Underwriters to change the initial offering prices or yields set forth in the Official Statement;
all advertising costs and other expenses incurred by the Underwriters in connection with the sale of
the Bonds and the qualification of the Bonds for sale under the blue sky and other securities laws of
the several states; counsel for the Underwriters; the fees and expenses of DTC with respect to the
deposit of the Bonds; and the charge of the CUSIP Service Bureau for the assignment of CUSIP
numbers for the Bonds. Certain expenses of the Underwriters may be in the form of inclusion in the
expense component of the Underwriters’ discount.

9. Establishment of Issue Price.

(a) The Representative, on behalf of the Underwriters, agrees 10 assist the City
and County in establishing the issue price of the Tax-Exempt Bonds and shall execute and deliver to
the City and County at Closing an “issue price” or similar certificate, ~substantially in the form
attached hereto as Exhibit D. together with the supporting pricing wires or equivalent
communications, with such modifications as may be deemed appropriate or necessary, in the
reasonable judgment of the Representative, the City and County and Bond Counsel, to accurately
reflect, as applicable, the sales price or prices or the initial offering price or prices to the public of the
Tax-Exempt Bonds.

(b) [Except for the maturities set forth in Schedule A attached to Exhibit D
hereto.] the City and County represents that it will treat the first price at which 10% of each maturity
of the Tax-Exempt Bonds (the “10% test”) is sold to the public as the issue price of that maturity (if
different interest rates apply within a maturity, each separate CUSIP number within that maturity will
be subject to the 10% test). [If, as of the date hereof the 10% test has not been satisfied as to any
maturity of the Tax-Exempt Bonds for which the City and County has elected to utilize the 10% test,
the Representative agrees to promptly report to the City and County the prices at which Tax-Exempt
Bonds of that maturity or maturities have been sold by the Undenvriters to the public. That reporting
obligation shall continue until the earlier of the date upon which the 10% test has been satisfied as to
the Tax-Exempt Bonds of that maturity or maturities or the Closing Date.]
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(c) [The Representative confirms that the Underwriters have offered the Tax-
Exempt Bonds to the public on or before die date of this Purchase Contract at the offering price or
prices (the “initial offering price”), or at the corresponding yield or yields, set forth in the Official
Statement. Schedule A attached to Exhibit D hereto also sets forth, as of the date of this Purchase
Contract, the maturities, if any, of the Tax-Exempt Bonds for which the 10% test has not been
satisfied and for which the City and County and the Representative, on behalf of the Underwriters,
agree that the restrictions set forth in the next sentence shall apply (the “hold-the-offering-price
rule”). So long as the hold-the-offering-price rule remains applicable to any maturity of the Tax-
Exempt Bonds, the Underwriters will neither offer nor sell unsold Tax-Exempt Bonds of that
maturity to any person at a price that is higher than the initial offering price to the public during the
period starting on the sale dateand ending on the earlier of the following:

(1) the close of the fifth (5th) business day after the sale date; or

(2) the date on which the Underwriters have sold at least 10% of that maturity of
the Tax-Exempt Bonds to the public at a price that is no higher than the initial offering price to the
public.

The City and County acknowledges that, in making the representation set forth in this
subsection, the Representative will rely on (i) the agreement of each underwriter to comply with the
hold-the-offering-price rule, as set forth in an agreement among underwriters and the related pricing
wires, (ii) in the event a selling group has been created in connection with the initial sale of the Tax-
Exempt Bonds to the public, the agreement of each dealer who is a member of the selling group to
comply with the hold-the-offering-price rule, as set forth in a selling group agreement and the related
pricing wires, and (Hi) in the event that an Underwriter is a party to a retail distribution agreement
that was employed in conncction with the initial sale of the Tax-Exempt Bonds to the public, the
agreement of each broker-dealer that is a party to such agreement to comply with the hold-the-
offering-price rule, as set forth in the retail distribution agreement and the related pricing wires. The
City and County further acknowledges that each underwriter shall be solely liable for its failure to
comply with its agreement regarding the hold-the-offering-price rule and that no underwriter shall be
liable for the failure of any other underwriter,or of any dealer who is a meniber ofa selling group, or
of any broker-dealer that is a party to a retail distribution agreement, to comply with its
corresponding agreement regarding the hold-the-offering-price rule as applicable to the Tax-Exempt
Bonds]

(d) The Representative confirms that:

(i) any agreement among undenvriters. any selling group agreement and
each retail distribution agreement (to which the Representative is a party) relating to the
initial sale of the Tax—Exempt Bonds to the public, together with the related pricing wires.
contains or will contain language obligating each Underwriter, each dealer who is a member
of the selling group, and each broker-dealer that is a party to such retail distribution
agreement, as applicable, to (A) report the prices at which it sells to the public the unsold
Tax-Exempt Bonds of each maturity allotted to it until it is notified by the Representative that
either the 10% test has been satisfied as to the Tax-Exempt Bonds of that maturity or all Tax-
Exempt Bonds of that maturity have been sold to the public and (B) comply with the hold—
the-offering-price rule, if applicable, in each case if and for so long as directed by the
Representative and as set forth in the related pricing wires, and
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(ii) any agreement among underwriters relating to the initial sale of the
Tax-Exempt Bonds to the public, together with the related pricing wires, contains or will
contain language obligating each Underwriter that is a party to a retail distribution agreement
to be employed in connection with the initial sale of the Tax-Exempt Bonds to the public to
require each broker-dealer that is a party to such retail distribution agreement to (A) report
the prices at which it sells to the public the unsold Tax-Exempt Bonds of each maturity
allotted to it until it is notified by the Representative or the Underwriter that either the 10%
test has been satisfied as to the Tax-Exempt Bonds of that maturity or all Tax-Exempt Bonds
of that maturity have been sold to the public and (B) comply with the hold-the-offering-price
rule, if applicable, in each case if and for so long as directed by the Representative or the
Underwriter and as set forth in the related pricing wires.

(e) The Underwriters acknowledge that sales of any Tax-Exempt Bonds to any
person that is a related party to an Underwriter shall not constitute sales to the public for purposes of
this section. Further, for purposes of this section:

(i) “public” means any person other than an underwriter or a related
party to an underwriter,

(ii) “underwriter” means (A) any person that agrees pursuant to a written
contract with the City and County (or with the lead underwriter to form an underwriting
syndicate) to participate in the initial sale of the Tax-Exempt Bonds to the public and (B) any
person that agrees pursuant to a written contract directly or indirectly with a person described
in clause (A) to participate in the initial sale of the Tax-Exempt Bonds to the public
(including a member of a selling group or a party to a retail distribution agreement
participating in the initial sale of the Tax-Exempt Bonds to the public),

(iii) a purchaser of any of the Tax-Exempt Bonds is a “related party” to an
undenvriter if the underwriter and the purchaser are subject, directly or indirectly, to (i) at
least 50% common ownership of the voting power or the total value ol’ their stock, if both
entities are corporations (including direct ownership by one corporation of another), (ii) more
than 50% common ownership of their capital interests or profits interests, if both entities are
partnerships (including direct ownership by one partnership of another), or (iii) more than
50% common ownership of the value of the outstanding stock of the corporation or the
capital interests or profit interests of the partnership, as applicable, if one entity is a
corporation and the other entity is a partnership (including direct ownership of the applicable
stock or interests by one entity of the other), and

(iv) “sale date” means the date of execution of this Bond Purchase
Contract by all parties.

10. No Advisory or Fiduciary Role. The City and County acknowledges and
agrees that: (i) the primary role of the Underwriters, as underwriters, is to purchase securities, for
resale to investors, in an arm’s length commercial transaction between the City and County and the
Underwriters and the Underwriters have financial and other interests that differ from those of the
City and County; (ii) the Underwriters are acting solely as principals and are not acting as municipal
advisors, financial advisors or fiduciaries to the City and County and have not assumed any advisory
or fiduciary responsibility to the City and County with respect to the transaction contemplated hereby
and the discussions, undertakings and procedures leading thereto (irrespective of whether the
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Underwriters have provided other services or are currently providing other services to the City and
County on other matters); (iii) the only obligations the Underwriters have to the City and County
with respect to the transaction contemplated hereby expressly are set forth in this Purchase Contract;
and (iv) the City and County has consulted its own financial and/or municipal, legal, accounting, tax
and other advisors, as applicable, to the extent it has deemed appropriate.

II. Notices. All communications hereunder will be in writing, and, if sent to the
Representative or the Underwriters, will be mailed or delivered to Merrill Lynch, Pierce, Fenner &
Smith Incorporated, 333 S. Hope St., Suite 2310, Los Angeles, Califoniia 90071, Attention: Frank X.
Lauterbur, Managing Director; or, if sent to the City and County, will be mailed or delivered and
confirmed to it at the address set forth above.

12. Governing Law. This Bond Purchase Contract shall be construed and
administered under the laws of the State of Hawaii.

13. Counterparts. This Bond Purchase Contract may be executed by the
parties hereto in separate counterparts, each of which when so executed and delivered shall be an
original, but all such counterparts shall together constitute but one and the same instrument.

14. Successors. This Bond Purchase Contract will inure to the benefit of and
be binding upon the parties hereto and their respective successors, and no other person will have
any right or obligation hereunder.

(Tue remainder ofihLc page is blank: the signature page Jo/ion’s)
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MERRILL LYNCH, PIERCE, FENNER &
SMITH ENCORPORATED, as Representative
of the Underwriters herein named

By:.
Authorized Signatory

Accepted this day of January, 2018

CITY AND COUNTY OF HONOLULU

By’
Director of Budget and Fiscal Services

By
Director of Environmental Services

Approved as to form and legality~

Corporation Counsel
City and County of Honolulu
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EXHIBIT A
TO

BOND PURCHASE CONTRACT

[FORM OF BOND COUNSEL’S SUPPLEMENTAL OPINION]

[DATE]

Merrill Lynch, Pierce, Fenner & Smith Incorporated
Los Angeles. California

Piper Jaffray & Co.
Los Angeles, California

Re: City and County of Honolulu Wastewater System Revenue Bonds
(First Bond Resolution) $______________ Senior Series 201 BA, $____________ Senior
Series 20183 (Refunding), $_____________ Senior Series 201 8C (Crossover Refunding)
and $ Senior Series 201 SD (Taxable Crossover Refundina)
(Supplemental Opinion)

Ladies and Gentlemen:

This letter is addressed to you, as Underwriters, pursuant to Section 5(a)(6) of the Bond Purchase
Contract dated ____________, 2018 (the “Purchase Contract”), by and among you and the City and
County of Honolulu (the “City and County”), providing for the purchase of $____________

principal amount of City and County of Honolulu Wastewater System Revenue Bonds (First
Bond Resolution) Senior Series 20I8A, Senior Series 20l8B (Refunding), Senior Series 2018C
(Crossover Refunding) and Senior Series 2018D (Taxable Crossover Refunding) (the “Bonds”).
The Bonds are being issued pursuant to proceedings of the City Council of the City and County,
including resolutions adopted by the City Council (collectively, the “Resolution”), and a
Certificate of the Director of Budget and Fiscal Services of the City and County dated as of
__________ 2018 (the “Certificate”). Capitalized terms not otherwise defined herein shall have
the meanings ascribed thereto in the Certificate or, if not defined in the Certificate, in the Bond
Purchase Contract.

We have delivered our final legal opinion (the “Bond Opinion”) as bond counsel to the City and
County concerning the validity of the Bonds and certain other matters, dated the date hereof and
addressed to the City and County. You may rely on the Bond Opinion as though the same were
addressed to you.

In connection with our role as bond counsel to the City and County, we have reviewed the
Purchase Contract, the Certificate, the Tax Certificate, an opinion of the Corporation Counsel of
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the City and County, certificates of the City and County and others, and such other documents.
opinions and matters to the extent we deemed necessary to provide the opinions set forth herein.

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decisions and cover certain matters not directly addressed by such authorities. Such
opinions may be affected by actions taken or omitted or events occurring after the date hereof.
We have not undertaken to determine, or to inform any person, whether any such actions are
taken or omitted or events do occur or any other matters come to our attention after the date
hereof. We have assumed the genuineness of all documents and signatures presented to us
(whether as originals or as copies) and the due and legal execution and delivery thereof by, and
validity against, any parties other than the City and County. We have assumed, without
undertaking to verify, the accuracy of the factual matters represented, warranted or certified in
the documents, and of the legal conclusions contained in the opinions, referred to in the third
paragraph hereof. We have further assumed compliance with all covenants and agreements
contained in such documents. In addition, we call attention to the fact that the rights and
obligations under the Bonds, the Certificate, the Resolution, the Tax Certificate, and the
Purchase Contract and their enforceability may be subject to bankruptcy, insolvency,
reorganization, arrangement, fraudulent conveyance, moratorium and other laws relating to or
affecting creditors’ rights, to the application of equitable principles, to the exercise of judicial
discretion in appropriate cases and to the limitations on legal remedies against counties in the
State of Hawaii. We express no opinion with respect to any indemnification, contribution,
liquidated damages, penalty (including any remedy deemed to constitute a penalty), right of set-
off, arbitration, choice of law, choice of forum, choice of venue, non-exclusivity of remedies,
waiver or severability provisions contained in the foregoing documents, nor do we express any
opinion with respect to the state or quality of title to or interest in any assets described in or as
subject to the lien of the Resolution or the accuracy or sufficiency of the description contained
therein of; or the remedies available to enforce liens on, any such assets. Finally, we undertake
no responsibility for the accuracy (except as expressly set forth in numbered paragraph 3 below),
completeness or fairness of the Official Statement dated ____________, 2018 (the “Official
Statement”) or other offering material relating to the Bonds and express no opinion relating
thereto.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of
the following opinions or conclusions:

I. The Bonds are not subject to the registration requirements of the Securities Act of
1933, as amended, and the Certificate is exempt from qualification pursuant to the Trust
Indenture Act of 1939, as amended.

2. The Purchase Contract has been duly executed and delivered by, and is a valid
and binding agreement of; the City and County.

3. The statements contained in the Official Statement under the captions “THE
SERIES 2018 BONDS” (excluding “-Book-Entry System”), “SECURITY FOR THE BONDS”,
“TAX MATTERS,” and in Appendix B, entitled “SUMMARY OF CERTAIN PROVISIONS
OF THE BOND RESOLUTION,” and Appendix E to the Official Statement, excluding any
material that may be treated as included under such captions by cross-reference or reference to
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other documents or sources, insofar as such statements expressly summarize certain provisions
of the Bonds, the Certificate and the form and content of our Bond Opinion, are accurate in all
material respects.

This letter is furnished by us as bond counsel to the City and County. No attorney-client
relationship has existed or exists between our firm and you in connection with the Bonds or by
virtue of this letter. We disclaim any obligation to update this letter. This letter is delivered to
you as the Underwriters of the Bonds, is solely For your benefit as Underwriters and is not to be
used, circulated, quoted or otherwise referred to or relied upon for any other purpose or by any
other person. This letter is not intended to, and may not, be relied upon by owners of Bonds or
by any other party to whom it is not specifically addressed.

Very truly yours,

ORRICK, FIERRINGTON & SUTCLIFFE LLP
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EXKIBIT B
TO

BOND PURCHASE CONTRACT

[FORM OF OPINION OF CORPORATION COUNSEL]

[Date]

Merrill Lynch, Pierce, Fenner & Smith Incorporated,
On behalf of the Underwriters
Los Angeles, California

Re: City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds (First Bond Resolution)
Senior Series 201 8A, 201 8B (Refunding), 201 8C (Crossover Refunding)
and 201 8D (Taxable Crossover Refunding)

Ladies and Gentlemen:

The Department of the Corporation Counsel acts as counsel for the City and
County of l-lonolulu (the “City and County”), and in such capacity, the following opinion is
delivered. This opinion is delivered pursuant to the requirement o Section 5(a)(7) of the Bond
Purchase Contract with the City and County, dated ___________, 2018 (the “Bond Purchase
Contract”), relating to the Bonds identified above (the “Bonds”). Terms used and not otherwise
defined herein shall have the meanings assigned to them in the Bond Purchase Contract. We are
of the following opinions:

(I) The City and County is a duly organized and existing political subdivision
of the State of Hawaii, with full power under the Constitution and laws of the State, including the
Act, to enact and approve the Proceedings, to authorize the Bonds, the Certificate, the Escrow
Agreement, the Disclosure Certificate, the Bond Purchase Contract, the Preliminary Official
Statement and the Official Statement, and to perform its obligations thereunder and contemplated
thereby.

(2) The Director of Budget and Fiscal Services and the Director of
Environmental Services have the power to execute and deliver the Certificate and the Bond
Purchase Contract, and the Director of Budget and Fiscal Services has the power to execute,
issue and deliver the Bonds and to execute and deliver the Escrow Agreement and the Disclosure
Certificate.

(3) Based upon the information provided to us in the course of our
participation in the preparation of the Official Statement and in reliance thereon, and without
having undertaken to determine independently the accuracy or completeness of the statements
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contained in the Official Statement, we have no reason to believe that the Official Statement,
under the captions “The City and County and the Department” and “Pending Wastewater System
Litigation” (except for the financial and statistical data included therein and assumptions with
respect thereto, as to which no opinion is expressed), as of its date contained, or as of the date
hereof contains, any untrue statement ofa material fact, or as of its date omitted, or as of the date
hereof omits, to state any material fact required to be stated therein or necessary to make the
statements therein, in the light of the circumstances under which they were made, not
misleading.

(4) No litigation is pending or, to my actual knowledge, threatened in any
court in any way affecting the legal existence of the City and County or the title of its officers
and other officials to their respective offices, or seeking to restrain or enjoin the issuance, sale or
delivery of the Bonds or the pledge of the revenues from the wastewater system of the City and
County to pay the principal of and interest on the Bonds, or in any way contesting or affecting
the validity or enforceability of the Bonds, the Certificate, the Escrow Agreement, the Disclosure
Certificate or the Bond Purchase Contract or contesting in any way the completeness or accuracy
of the Preliminary Official Statement or the Official Statement, or contesting the powers of the
City and County or its authority with respect to the Bonds, the Certificate, the Escrow
Agreement, the Disclosure Certificate or the Bond Purchase Contract, other than that which may
have been disclosed in the Official Statement.

In the rendering of this opinion, we express no opinion as to the application of the
Federal law of the United States or the laws of any state regarding the documents referred to in
tins opinion other than the State of Hawaii.

We are furnishing this letter to you pursuant to Section 5 of the Bond Purchase
Contract solely for the benefit of the Underwriters thereunder. This letter is not to be used,
circulated, quoted or otherwise referred to or relied upon for any other purpose or by any other
person. This letter is not intended to, and may not, be relied upon by owners of Bonds. We
disclaim any obligation to update this letter.

Very truly yours,

Corporation Counsel
City and County of Honolulu

129133815v5
B-2



EXHIBIT C
TO

BOND PURCHASE CONTRACT

[FORM OF OPINION OF CO-UNDERWRITERS’ COUNSEL]

[Date]

Merrill Lynch, Pierce. Fenner & Smith Incorporated,
On behalf of the Underwriters
Los Angeles, California

Re; City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds (First Bond Resolution)
Senior Series 201 8A, 201 8B (Refunding), 201 SC (Crossover Refunding)
and 2OlSD (Taxable Crossover Refunding)

Ladies and Gentlemen;

We have acted as counsel to you in connection with your purchase from the City
and County of Honolulu (the “City and County”) of the Bonds identified above (the “Bonds”),
pursuant to the Bond Purchase Contract with the City and County, dated _________, 2018 (the
“Bond Purchase Contract”). The Bonds are issued pursuant to various proceedings of the City
Council of the City and a certificate of the Director of Budget and Fiscal Services and the
Director of Environmental Services of the City and County (the “Issuance Certificate).
Capitalized terms not otherwise defined herein shall have the meanings ascribed thereto in the
Bond Purchase Contract.

In that connection, we have reviewed the Bond Purchase Contract, the Issuance
Certificate, the Escrow Agreement, the Disclosure Certificate, the Official Statement, the
certificates and opinions referred to in Section 5(a) of the Bond Purchase Contract, and such
other records, opinions and documents, and we have made such investigations of law, as we have
deemed appropriate as a basis for the conclusions hereinafter expressed.

In arriving at the conclusions hereinafter expressed, we are not expressing any
opinion or view on, and with your permission are assuming and relying on, the validity, accuracy
and sufficiency of the records, documents, certificates and opinions referred to above (including
the accuracy of all factual matters represented and legal conclusions contained therein, including
(without limitation) representations and legal conclusions regarding the due authorization,
issuance, delivery, validity and enforceability of the Bonds and the exclusion of interest thereon
from gross income for federal income tax purposes). We have assumed that all records,
documents, certificates and opinions that we have reviewed, and the signatures thereto, are
genuine.
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Based on and subject to the foregoing, and in reliance thereon, as of the date
hereof, we are of the opinion that the Bonds are not subject to the registration requirements of the
Securities Act of 1933, as amended, and the Issuance Certificate is exempt from qualification
pursuant to the Trust Indenture Act of 1939, as amended.

We are not passing upon and do not assume any responsibility for the accuracy,
completeness or fairness of any of the statements contained in the Official Statement and make
no representation that we have independently verified the accuracy, completeness or fairness of
any such statements. In our capacity as your counsel, we participated in conferences with your
representatives and representatives of the City, Orrick, I-Ierrington & Sutcliffe LLP, as bond
counsel, and others, during which conferences the contents of the Official Statement and related
matters were discussed. Based on our participation in the above-mentioned conferences (which
did not extend beyond the date of the Official Statement), and in reliance thereon and on the
records, documents, certificates and opinions herein mentioned (as set forth above), we advise
you that, during the course of our representation of you on this matter, no information came to
the attention of the attorneys in our firm rendering legal services in connection with such
representation which caused us to believe that the Official Statement as of its date, and as of the
date of this letter (except for any financial, statistical, engineering, demographic or economic
data or forecasts, numbers, charts, tables, graphs, estimates, projections, assumptions or
expressions of dpinion, any information about valuation, appraisals or environmental matters, the
information in Appendices C and D, or any information about the tax status of the Bonds or DTC
or its book—entry system, as to which we express no opinion or view), contained or contains any
untrue statement of a material fact or omitted or omits to state any material fact required to be
stated therein or necessary to make the statements therein, in the light of the circumstances under
which they were made, not misleading.

The Disclosure Certificate, together with Section 2 of the Bond Purchase
Contract, satisfies the requirements contained in SEC Rule 15c2-l2(b)(5) for an undertaking for
the benefit of the holders of the Bonds to provide the information at the times and in the manner
required by said Rule.

We are furnishing this letter to you pursuant to Section 5(a)(8) of the Bond
Purchase Contract solely for the benefit of the Underwriters thereunder. This letter is not to be
used, circulated, quoted or otherwise referred to or relied upon for any other purpose or by any
other person. This letter is not intended to, and may not, be relied upon by owners of Bonds.
Our engagement with respect to this matter has terminated as of the date hereof, and we disclaim
any obligation to update this letter.

Very truly yours,
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EXHIBIT D
TO

BOND PURCHASE CONTRACT

[FORM ISSUE PRICE CERTIFICATE]

City and County of Honolulu, Hawaii
Wastewater System Revenue Bonds

$000,000,000 $000,000,000 $000,000,000
Senior Series 201 BA Senior Series 20188 Senior Series 201 8C

First Bond Resolution (Refunding) (Crossover Refunding)
First Bond Resolution First Bond Resolution

The undersigned, on behalf of Merrill Lynch, Pierce Fenner & Smith Incorporated (the
“Representative” or “BofAML”). on behalf of itself and the other underwriters named in the
Bond Purchase Contract dated January —, 2018 (the “Bond Purchase Contract”) between the
City and County of Honolulu (the “City and County”) and the Representative, on behalf of itself
and Piper Jaffray & Co. (together, the “Underwriting Group”), hereby certifies as set forth below
with respect to the sale and issuance of the above-captioned obligations (the “Bonds”).

I. Sale of the Genera! Rule Maturities. As of the date of this certificate, for each
Maturity of the General Rule Maturities, the first price at which at least 10% of such Maturity
was sold to the Public is the respective price listed in Schedule A.

2. In itial Offering Price of/he Hold-the-Offering-Price Maturities.

(a) The Underwriting Group offered the Hold-the-Offering-Price Maturities to the
Public for purchase at the respective initial offering prices listed in Schedule A (the “Initial
Offering Prices”) on or before the Sale Date. A copy of the pricing wire or equivalent
communication for the Bonds is attached to this certificate as Schedule B.

(b) As set forth in the Bond Purchase Contract, the members of the Underwriting
Group have agreed in writing that, (i) for each Maturity of the I-bId-the-Offering-Price
Maturities, they would neither offer nor sell any of the Bonds of such Maturity to any person at a
price that is higher than the Initial Offering Price for such Maturity during the Holding Period for
such Maturity (the “hold-the-offering-price rule”), and (ii) any selling group agreement shall
contain the agreement of each dealer who is a member of the selling group, and any retail
distribution agreement shall contain the agreement of each broker-dealer who is a party to the
retail distribution agreement. to comply with the hold-the-offering-price rule. BofAML has not
offered or sold any unsold Bonds of any Maturity of the Hold-the-Offering-Price Maturities at a
price that is higher than the respective Initial Offering Price for that Maturity of the Bonds during
the Holding Period.
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3. Defined Ternis.

(a) General Rule Maturities means those Maturities of the Bonds listed in Schedule A
hereto as the “General Rule Maturities.”

(b) Hold-the-Offering-Price Maturities means those Maturities of the Bonds listed in
Schedule A hereto as the “Hold-the-Offering-Price Maturities.”

(c) Holding Period means, with respect to a Hold-the-Offering-Price Maturity, the
period starting on the Sale Date and ending on the earlier of (i) the close of the fifth business day
after the Sale Date, or (ii) the date on which the Underwriters have sold at least 10% of such
Hold-the-Offering-Price Maturity to the Public at prices that are no higher than the Initial
Offering Price for such Hold-the-Offering-Price Maturity.

(d) Maturity means Bonds with the same credit and payment terms. Bonds with
different maturity dates, or Bonds with the same maturity date but different stated interest rates,
are treated as separate maturities.

(e) Public means any person (including an individual, trust, estate, partnership,
association, company, or corporation) other than an Underwriter or a related party to an
Underwriter. The term “related party” for purposes of this certificate generally means any two or
more persons who have greater than 50 percent common ownership, directly or indirectly.

(1) Sale Dale means the first day on which there is a binding contract in writing for
the sale of a Maturity of the Bonds. The Sale Date of the Bonds is January _,2018.

(g) Underwriter means (i)’any person that agrees pursuant to a written contract with
the City and County (or with the lead underwriter to form an underwriting syndicate) to
participate in the initial sale of the Bonds to the Public, and (ii) any person that agrees pursuant
to a written contract directly or indirectly with a person described in clause (i) of this paragraph
to participate in the initial sale of the Bonds to the Public (including a member of a selling group
or a party to a retail distribution agreement participating in the initial sale of the Bonds to the
Public).
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The representations set forth in this certificate are limited to factual matters only. Nothing
in this certificate represents the Representative’s interpretation of any laws, including
specifically Sections 103 and 148 of the Internal Revenue Code of 1986, as amended, and the
Treasury Regulations thereunder. The undersigned understands that the foregoing information
will be relied upon by the City and County with respect to certain of the representations set forth
in the Tax Certificate and with respect to compliance with the federal income tax rules affecting
the Bonds, and by Orrick, Herrington & Sutcliffe LLP in connection with rendering its opinion
that the interest on the Bonds is excluded from gross income for federal income tax purposes, the
preparation o the Internal Revenue Service Form 8038, and other federal income tax advice that
it may give to the City and County from time to time relating to the Bonds. The representations
set forth herein are not necessarily based on personal knowledge and, in certain cases, the
undersigned is r&ying on representations made by the other members of the Underwriting
Group.

MERRILL LYNCH, PIERCE. FENNER & SMITH
INCORPORATED, as Representative of the
Underwriters
By:
[NAME]
[TITLE]

Dated: ________________
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SCHEDULE A

SALE PRICES OF THE GENERAL RULE MATURITIES AND
INITIAL OFFERING PRICES OF THE HOLD-THE-OFFERING-PRICE

MATURITIES

(Aticwhed)
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SCHEDULE B

PRICING WIRE OR EQUIVALENT COMMUNICATION

(Attached)

D-5
29133815v5



EXHIBIT B

FORM OF CONTINUING DISCLOSURE CERTIFICATE



PROPOSED FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (the “Disclosure Certificate”) is executed and delivered by the City
and County of Honolulu, Hawaii (the “City and County”) in connection with the issuance ofS000,000,000 Wastewater
System Revenue Bonds Senior Series 201 SA, $000,000,000 Waste~vater System Revenue Bonds Senior Series 20188,
$000,000,000 Waste~vater System Reventie Bonds Senior Series 201 SC, $000,000,000 Wastewater System Revenue
Bonds Senior Series 201W and $000,000,000 Wastewater System Revenue Bonds Junior Series 2018A (tile
“Bonds”). The Bonds are being issued pursuant to Chapter 49, Hawaii Revised Statutes, and the Revised Charter of
the City and County of Honolulu, as amended (collectively, the “Act”), and the proceedings of the City Council,
including Resolution No. 98-193, CDI, as amended and supplemented by Resolution No.06-266, CDI and Resolution
No. 10-283 (First Bond Resolution), and Resolution No. 98-195, CDI,,as amended and supplemented by Resolution
No. 06-265, CDI and Resolution No. 10-284 (Second Bond Resolution), and the applicable Series Resolutions
relating to the Bonds, and Certificates of the Director of Budget and Fiscal Services of the City and County,
acknowledged and agreed to by the Director of Environmental Services of the City and County both dated [December
6,2017] (collectively the “Certificate”). The City and County covenants and agrees as follows:

Section I. Purpose of the Disclosure Certificate. This Disclosure Certificate is being executed and
delivered by the City and County for tile benefit of the holders and Beneficial Owners of the Bonds and in order to
assist the Participating Underwriters in complying with Securities and Exchange Commission Rule l5c2-12(b)(5) (the
“Rule”).

Section 2. Definitions. In addition to the definitions set forth in the Certificate, which apply to any
capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, the following capitalized
terms shall have the following meanings:

“Antutal Report’ means any Annual Report provided by the City and County pursuant to, and as described
in, Sections 3 and 4 of this Disclosure Certificate.

‘Beneficial Owner means any person which (a) has or shares the power, directly or indirectly, to vote or
consent with respect to, to make investment decisions concerning the ownership of, or to dispose of ownership of, any
Bonds (including persons holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as
the owner of any Bonds for federal income tax purposes.

‘~Dejjcii~ti,,~tiI” means the Department of Environmental Services of the City and County.

“DLcsemincition Agetir” means the City and County, or any successor Dissemination Agent designated in
writing by the City and County and which has filed with the City and County a written acceptance of such designation.

“LLcted Events” means any of the events listed in Section 5(a) or (b) of this Disclosure Certificate.

means the Municipal Securities Rulemaking Board or any other entity designated or authorized by
the Securities and Exchange Commission to receive reports pursuant to the Rule. Until otherwise designated by the
MSRB or the Securities and Exchange Commission, filings with the MSR.B are to be made through the Electronic
Municipal Market Access (EMMA) website of the MSRB, currently located at hrrp:/ieinnia.msrb,org.

“Official Srcnenwnt” shall mean the Official Statement, dated [ 2018], prepared and
distributed in connection with the initial sale of the Bonds.

Par icipath;g Undeni’riters” means any of the original underwriters of the Bonds required to comply with
the Rule in connection with the olTering of the Bonds.

‘Rule’ means Rule 15c2-12(b)(5) adopted bythe Securities and Exchange Commission underthe Securities
Exchange Act of 1934, as the same may be amended from time to time.



Section 3. Pro vision ofAnnual Reports.

(a) The City and County shall, or shall cause the Dissemination Agent to, not later than 270 days after
the end of each fiscal year of the City and County (presently June 30), commencing with the report for the fiscal year
ending June 30, 2018, provide to the MSRB an Annual Report that is consistent with the requirements of Section 4 of
this Disclosure Certificate. The Annual Report must be submitted in electronic format, accompanied by such
identifying information as is prescribed by the MSRB, and may cross-reference other information as provided in
Section 4 of this Disclosure Certificate. If the City and County’s fiscal year changes, the City and County, upon
becoming aware of such change, shall give notice of such change in the same manner as for a Listed Event under
Section 5(c),

(b) In a timely manner prior to the date set forth in subsection (a) above, the City and County shall
provide the Annual Report to (lie Dissemination Agent (if other than the City and County). If the City and County is
unable to provide to the MSRB an Annual Report by the date required in subsection (a), the City and County shall
send a notice to the MSRB in substantially the form attached as Exhibit A. The audited financial statements of the
Department may be submitted separately from the balance of the Annual Report and later than the date required above
for the filing of the Annual Report if they are not available by that date.

(c) The Dissemination Agent shall (if the Dissemination Agent is other than the City and County) file
a report with the City and Cottnty certifying that the Annual Report has been provided pursuant to this Disclosure
Certificate, stating the date it was provided to the MSRI3.

Section 4. content ofAnmwl Reports.

(a) The Annual Report shall contain or incorporate by reference the following information:

(i) Audited financial statements of the Department for the prior fiscal year, prepared in accordance ~vith
generally accepted accounting principles as promulgated to apply to governmental entities from time to time by the
Governmental Accounting Standards Board. If the Department’s audited financial statements are not available by the
time the Annual Report is required to be provided to the MSRB pursuant to Section 3(a), the Annual Report shall
contain unaudited financial statements in a format similar to the financial statements contained in the Official
Statement relating to the Bonds, and the audited financial statements shall be provided to the MSRB in the same
manner as the Annual Report when they become available;

(ii) Budgeted revenues and expenditures of the Department for the current fiscal year;

(iii) To the extent not provided in the audited financial statements, hisiorical information of the type
shown in Tables 23 and 24 of the Official Statement, entitled “Department of Environmental Services Sewer Fund
Enterprise Fund Statenient of Revenues, Expenses and Charges in Retained Earnings (Deficit)” and “Department of
Environmental Services Sewer Fund Enterprise Fund Balance Sheet,” respectively; and

(iv) To the extent not provided in the audited financial statements, historical information of the type
shown in Tables 21 and 22 of the Official Statement, entitled “Outstanding Wastewater Revenue Bonds” and
“Revenue Bond Debt Service Requirements,” respectively.

(b) Information contained in an Annual Report for any fiscal year containing any modified operating
data or financial information for such fiscal year shall explain, in narrative form, the reasons for such modification
and the effect ofsuch modification on the Annual Report being provided for such fiscal year. If a change in accounting
principles is included in any such modification, such Annual Report shall present a comparison between the financial
statements or information prepared on the basis of modified accottnting principles and those prepared on the basis of
former accounting principles.

Any or all of the items above may be included by specific reference to other documents, including orncial
statements of debt issues of the City and County or related public entities, which have been made available to the
public on the MSRB’s website. The City and County shall clearly identify each such other document so included by
reference.



If the inclusion or format of the information referenced above is changed in any future orncial statement,
thereafter the Annual Report shall instead contain or include by reference information of the type included in that
official statement as so changed or if different the type of equivalent information included in the City and County’s
most recent official statement.

Section 5. Reporting ofSign ificaizt Events.

(a) Pursuant to the provisions of tins Section 5, the City and County shall give, or cause to be given, notice
of the occurrence of any of the following events with respect to the Bonds:

i. Principal and interest payment delinquencies;

ii. Unscheduled draws on debt service reserves reflecting financial difficulties;

iii. Unscheduled draws on credit enhancements reflecting financial difficulties;

iv. Substitution of credit or liquidity providers, or their railure to perfonn;

v. Issuance by the Internal Revenue Service of proposed or final determination of taxability or of
a Notice of Proposed Issue (IRS Form 5701 TEB);

vi. Tender offers;

vii. Defeasances;

viii. Rating changes; or

ix. Bankruptcy, insolvency, receivership or similar event of the obligated person.

For the purposes of the event identified in subparagraph (ix) above, the event is considered to occur wheti
any of the following occur: the appointment ofa receiver, fiscal agent or similar orncer for an obligated person in a
proceeding under the U.S. Bankruptcy Code or in any other proceeding under state or federal law in which a court or
governmental authority has assumed jurisdiction over stibstantially all ofthe assets or business ofthe obligated person,
or if such jurisdiction has been assumed by leaving the existing governmental body and officials or officers in
possession but subject to the supervision and orders of a court or governmental authority, or the entry of an order
confirming a plan of reorganization, arrangement or liquidation by a court or governmental authority having
supervision orjurisdiction over substantially all of the assets or business of the obligated person.

(b) The City and County shall give, or cause to be given, notice ofthe occurrence ofany ofthe following
events with respect to the Bonds, if material, not later than ten (10) business days after the occurrence of the event:

i. Unless described in paragraph 5(a)(v), adverse tax opinions or other material notices or
determinations by the Internal Revenue Service with respect to the lax status of the Bonds or
other material events affecting the tax status of the Bonds;

ii. Modifications to rights of Bondholders;

iii. Optional, unscheduled or contingent Bond calls;

iv. Release, substitution, or sale of property securing repayment of the Bonds;

v. Non-payment related defaults;

vi. The consummation ofa merger, consolidation, or acquisition involving an obligated person or
the sale of all or substantially all of the assets of the obligated person, other than in the ordinary
course of business, the entry into a definitive agreement to undertake such an action or the



termination of a definitive agreement relating to any such actions, other than pursuant to its
ternis; or

vii. Appointment of a successor or additional trustee or the change of name of a trustee.

(c) The City and County shall give, or cause to be given, in a timely manner, notice of a failure to
provide the annual financial information on or before the date specified in Section 4, as provided in Section 4.

(d) Whenever the City and County obtains knowledge of the occurrence of a Listed Event described in
Section 5(b), the City and County shall determine if such event would be material tinder applicable federal securities
laws.

(e) If the City and County learns of the occurrence of a Listed Event described in Section 5(a), or
determines that a Listed Event described in Section 5(b) would be material under applicable federal sectirities laws,
the City and County shall within ten (10) business days of occurrence file a notice of such occurrence with the MSRB
in electronic format, accompanied by such identifying information as is prescribed by the MSRB. Notwithstanding
the foregoing, notice of the Listed Event described in subsections (a)(vii) or (b)(iii) need not be given under this
subsection any earlier than the notice (if any) of the underlying event is given to Holders of affected Bonds pursuant
to the Resolution.

Section 6. Termination of Reporling Obligation. The City and County’s obligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment of amounts fully
sufficient to pay and discharge the Bonds, or upon delivery to the City and County or the Dissemination Agent (if
other than the City and County) of an opinion of nationally recognized bond counsel to the effect that continuing
disclosure is no longer required. If stich termination occurs prior to the final maturity of the Bonds, the City and
County shall give notice of such termination in the same manner as for a Listed Event under Section 5(c).

Section 7. Dissemination Agent. From time to time, the City and County may appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may discharge
any such Agent, with or without appointing a successor Dissemination Agent. If at any time there is not any other
designated Dissemination Agent, the City and County shall be the Dissemination Agent. The initial Dissemination
Agent shall be the City and County. The sole remedy of any party against the Dissemination Agent shall be
nonmonetary and specific performance. The Dissemination Agent shall not be responsible for the form or content of
any Annual Report, notice of Listed Event, or other document furnished to the Dissemination Agent by the City and
County. The Dissemination Agent shall receive reasonable compensation for its services provided hereunder. The
Dissemination Agent may resign at any time by providing at least 60 days’ notice to the City and County.

Section 8. Amendment Waiter. Notwithstanding any other provision of this Disclosure Certificate,
the City and County may amend this Disclosure Certificate, and any provision of this Disclosure Certificate may be
waived, provided that all of the following conditions are satisfied:

(a) lfthe amendment or waiver relates to the provisions of Sections 3(a), 4, or5(a), it may only be made
in connection with a change in circumstances that arises from a change in legal (including regulatory) requirements,
change in law (including rules or regulations) or in interpretations thereoç or change in the identity, nature or status
of an obligated person with respect to the Bonds, or the type of business conducted;

(b) The undertaking, as ameaded or taking into account such waiver, would, in the opinion of nationally
recognized bond counsel, have complied with the requirements of the Rule at the time of the original issuance of the
Bonds, after taking into account any amendments or interpretations of the Rule, as well as any change in
circumstances; and

(c) The amendment or waiver either (i) is approved by the Holders of the Bonds in the same manner as
provided in the Certificate for amendments to the Certificate with the consent of Holders, or (ii) does not, in the
opinion of the City and County, materially impair the interests ofthe Holders or Beneficial Owners of the Bonds.

In the event of any amendment or waiver of a provision of this Disclosure Certificate, the City and County
shall describe such amendment in the next Annual Report, and shall include, as applicable, a narrative explanation of



the reason for the amendment or waiver and its impact on the type (or in the case of a change of accounting principles,
on the presentation) of financial information or operating data being presented by the City and County. In addition,
if the amendment relates to the accounting principles to be followed in preparing financial statements, (i) notice of
such change shall be given in the same manner as for a Listed Event under Section 5(c), and (ii) the Annual Report
for the year in which the change is made should present a comparison (in narrative form and also, if feasible, in
quantitative form) between the financial statements as prepared on the basis of the new accounting principles and
those prepared on the basis of the former accounting principles.

Section 9. Additional Jnfórnralion. Nothing in this Disclosure Certificate shall be deemed to prevent
the City and County from disseminating any other information, using the means of dissemination set forth in this
Disclosure Certificate or any other means of communication, or including any other information in any Annual Report
or notice of occurrence of a Listed Event, in addition to that which is required by this Disclosure Certificate. If the
City and County chooses to include any information in any Annual Report or notice of occurrence of a Listed Event
in addition to that which is specifically required by tins Disclosure Certificate, the City and County shall have no
obligation under this Disclosure Certificate to update such information or include it in any future Annual Report or
notice of occurrence of a Listed Event.

Section 10, Default In (he event ofa failure of the City and County to comply with any provision of
this Disclosure Certificate, any Holder or Beneficial Owner of the Bonds may take such actions as may be necessary
and appropriate, including seeking mandate or specific performance by court order, to cause the City and County or
the Dissemination Agent (if other than the City and County), as the case may be, to comply with its obligations under
this Disclosure Certificate. A default under this Disclosure Certificate shall not he deemed an Event of Default under
the Certificate, and the sole remedy underthis Disclosure Certificate in the event ofany failure of the City and County
or the Dissemination Agent to comply with this Disclosure Certificate shall be an action to compel performance.

Section II. Duties, bnmunities and Liabilities of Dtcsensinatio,, Agent The Dissemination Agent
shall have only such duties as are specifically set forth in this Disclosure Agreement, and the City and County agrees
to indemnify and save the Dissemination Agent, its officers, directors, employees and agents, harmless against any
loss, expense and liabilities which it may incur arising out ofor in the exercise or performance of its powers and duties
hereunder, including the costs and expenses (including attorneys’ fees) of defending against any claim of liability, but
excluding liabilities due to the Dissemination Agent’s gross negligence or willful misconduct. The obligations of the
City and County under this Section shall survive resignation or removal of the Dissemination Agent and payment of
the Bonds.

Section 12. BenqJiciaries. This Disclosure Certificate shall inure solely to the benefit of the City and
County, the Dissemination Agent, the Participating Underwriters and holders and beneficial owners from time to time
of the Bonds, and shall create no rights in any other person or entity.

Date: _____________,20l8

Nelson H. Koyanagi, Jr.
Directorof Budget and Fiscal Services
City and County of Honolulu

The above and foregoing certificate is hereby
approved as to form and legality this — day
of ,2018.

Donna Y. L. Leong
Corporation Counsel
City and County of l-lonolulu



EXHIBIT A

FORM OF NOTICE TO THE MUNICIPAL SECURITIES RULEMAKING BOARD OF FAILURE
TO FILE ANNUAL REPORT

Name of Issuer: City and County of Honolulu, Hawaii

Name of Bond Issue: Wastewater System Revenue Bonds
(First Bond Resolution) Senior Series 201 8A, Senior Series 20183.
Senior Series 201 8C, Senior $eries 201 SD; and (Second Bond
Resolution) Junior Series 2018A

Date of Issuance: [Closing Date]

NOTICE IS HEREBY GIVEN that the City and County of Honolulu, Hawaii (the “City and County”) has
not provided an Annual Report with respect to the above-named Bonds as required by Scction 3 of the Continuing
Disclosure Certificate, dated [Closina Date], executed by the City and County for the benefit of the holders and
beneficial owners of the above-rererenced Bonds. The City and County anticipates that the Annual Report ~vilI be
tiled by _______________

Dated:

CITY AND COUNTY OF HONOLULU1 HAWAII

By: _____________________

Authorized Signatory



EXHIBIT C

FORM OF ESCROW AGREEMENT



ESCROW AGREEMENT

by and between

CITY AND COUNTY OF HONOLULU

and

U.S. BANK NATIONAL ASSOCIATION,
as Escrow Agent

Dated ~CIosing Datej, 2018

OIISUSA:767472839.2



SECTION 1. PLEDGE OF PORTION OF 2018 BOND PROCEEDS 3

SECTION 2. ESTABLISHMENT OF FUNDS; DEPOSIT OF MONEYS AND
GOVERNMENT SECURITIES 3

SECTION 3. PURCHASE OF GOVERNMENT SECURITIES; ADEQUACY OF
AMOUNTS IN 2018 TRUST FUNDS 4

SECTION 4. REINVESTMENT; SUBSTITUTION OF GOVERNMENT
SECURITIES 6

SECTION 5. EVIDENCE OF TRANSACTIONS; REPORTS 6

SECTION 6. PAYMENT OF AMOUNTS DUE ON REFUNDED BONDS 7
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SECTION 8. NOTICE OF REFUNDING; NOTICE OF REDEMPTION 7

SECTION 9. LIABILITY OF ESCROW AGENT 8

SECTION 10. TERMINATION 8
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SECTION 12. DUTIES OF ESCROW AGENT; EVIDENCE UPON WHICH
ESCROW AGENT MAY ACT; OTHER INTERESTS 9

SECTION 13. REMOVAL OR RESIGNATION OF ESCROW AGENT 10

SECTION 14. TAX COVENANT II

SECTION 15. BENEFIT OF AGREEMENT; AMENDMENTS II

SECTION 16. PARTIES IN INTEREST; NON-ASSIGNMENT 12

SECTION 17. WAIVER 12

SECTION 18. NOTICES 12

SECTION 19. SEVERABILITY 13

SECTION 20. LAW AND PLACE OF ENFORCEMENT OF THIS AGREEMENT 13

SECTION 21. COUNTERPARTS 13

SECTION 22. EFFECTS OF TABLE OF CONTENTS AND SECTION I-lEADINGS 13

EXHIBIT A PRIOR BONDS A-I
EXHIBIT B REFUNDED BONDS B-I
EXHIBIT C GOVERNMENT SECURITIES FOR REFUNDED BONDS C-I
EXHIBIT D FORM OF NOTICE TO HOLDERS OF REFUNDED BONDS OF

ISSUANCE OF REFUNDING BONDS D-1
EXHIBIT E FORMS OF NOTICES OF REDEMPTION OF REFUNDED BONDS El
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ESCROW AGREEMENT

This Escrow Agreement (this “Agreement”), dated and effective on [Closing
Date], 2018, by and between the CITY AND COUNTY OF HONOLULU (the “City and
County”) and U.S. Bank National Association, Seattle, Washington, as escrow agent (together
with its successors, the “Escrow Agent”),

WITNESS E T H:

The City Council of the City and County (the “Council”), pursuant to Bond
Resolution No. 98-193, CDI, as amended by Resolution No. 06-266, CDI, and Resolution
10-283 (the “First Bond Resolution”), authorized Wastewater System Revenue Bonds for various
purposes of the Wastewater System of the Board, such bonds to be issued in series from time to
time pursuant to Series Resolutions duly adopted by the Council.

The Council, pursuant to Bond Resolution No. 98-195, CDI, as amended by
Resolution No. 06-265, CDI, and Resolution ~0-284 (the “Second Bond Resolution” and,
together with the First Bond Resolution, the “Bond Resolutions”), authorized Wastewater
System Revenue Bonds for various purposes of the Wastewater System of the Board, such bonds
to be issued in series from time to time pursuant to Series Resolutions duly adopted by the
Council.

Pursuant to the Second Bond Resolution, a resolution of the Council adopted on
_________ 20, and a Series Certificate of an authorized officer of the City and County dated
_______,20 (the “20 Junior Certificate”). the City and County has previously issued
$________ of its Wastewater System Revenue Bonds (Second Bond Resolution) Junior
Series 20 (the “20 Junior Bonds”), certain maturities of which outstanding 20_ Junior
Bonds which are being refunded as described herein mature on various dates and bearing interest
payable at various times to maturity, all as set forth in Exhibit A attached hereto.

Pursuant to the First Bond Resolution, a resolution othe Council adopted on
_____,20, and a Series Certificate ofan authorized officer of the City and County dated
______________ 20 (the “20 Certificate”), the City and County has previously issued
$_______________ of its Wastewater System Revenue Bonds (First Bond Resolution) Senior
Series 20 (the “20 Bonds”), certain maturities of which outstanding 20_ Bonds which
are being refUnded as described herein mature on various dates and bearing interest payable at
various times to maturity, all as set forth in Exhibit A attached hereto.

Pursuant to the First Bond Resolution, a resolution of the Council adopted on
_____ 20. and a Series Certificate of an authorized officer of the City and County dated
______________ 20_ (the “20 Certificate”). the City and County has previously issued
$________________ of its Wastewater System Revenue Bonds (First Bond Resolution) Senior
Series 20 (the “20 Bonds”), certain maturities owhich outstanding 20_ Bonds which
are being refunded as described herein mature on various dates and bearing interest payable at
various times to maturity, all as set forth in Exhibit A attached hereto.

Pursuant to the First Bond Resolution, a resolution of the Council adopted on
_____ 20, and a Series Certificate of an authorized officer of the City and County dated
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_____________ 20 (the “20 Certificate”), the City and County has previously issued
$_______________ of its Wastewater System Revenue Bonds (First Bond Resolution) Senior
Series 20 (the “20_ Bonds”), certain maturities of which outstanding 20_ Bonds which
are being refunded as described herein mature on various dates and bearing interest payable at
various times to maturity, all as set forth in Exhibit A attached hereto.

Pursuant to the First Bond Resolution, a resolution of the Council adopted on
_________ 20_, and a Seiles Certificate of an authorized officer of the City and County dated
_____________,20 (the “20 Certificate” and, together with the 20 Junior Certificate, the
20 Certificate, the 20 Senior Certificate and the 20_ Certificate, the “Prior
Certificates”), the City and County has previously issued $_______________ of its Wastewater
System Revenue Bonds (First Bond Resolution) Senior Series 20 (the “20_ Bonds” and,
together with the 20 Junior Bonds, the 20_ Bonds, the 20 Senior Bonds and the 20
Bonds, the “Prior Bonds”), certain maturities of which outstanding 20_ Bonds which are being
refunded as described herein mature on various dates and bearing interest payable at various
times to maturity, all as set forth in Exhibit A attached hereto.

The Director of Budget and Fiscal Services in his “Bond Series Certificate of the
City and County of Honolulu relating to $____________ Wastewater System Revenue Bonds
(First Bond Resolution) Senior Series 201 8A, Senior Series 201 SB, Senior Series 201 SC and
Senior Series 201 8D (Taxable)” (the “Senior Certificate”), has heretofore found and determined
that it is necessary and in the best interest of the City and County to refund in advance of
maturity certain of the Prior Bonds identified in Exhibit B hereto (collectively with the Senior
Series 201 8C Bonds (as defined below) prior to ____________ 1, 20_ and the Senior Series
201 SD Bonds (as defined below) prior to _____________ 1, 20_, the “Refunded Bonds”), which
sets forth for the Refunded Bonds the series, principal amount to be refunded, maturities to be
refunded, and, if applicable, redemption date and redemption price of such Reftinded Bonds.

The Director of Budget and Fiscal Services in his “Bond Series Certificate of the
City and County of Honolulu relating to $_____________ Wastewater System Revenue Bonds
(Second Bond Resolution) Junior Series 201 SA (Taxable)” (the “Junior Certificate” and, together
with the Senior Certificate, the “Certificates”), has heretofore found and determined that it is
necessary and in the best interest of the City and County to refund in advance of maturity certain
of the Refunded Bonds.

The Council has, pursuant to Resolution No. 17-, adopted on [Adoption
Date], 2017, authorized the Director of Budget and Fiscal Services to issue, sell and deliver
Wastewater System Revenue Bonds of the City and County in an aggregate principal amount not
to exceed $700,000,000 for the purposes provided in the FirsE Bond Resolution, and to determine
the principal amount of and to fix and determine the details of such bonds.

The Council has, pursuant to Resolution No. I 7-_, adopted on [Adoption Date],
2017, authorized the Director of Budget and Fiscal Services to issue, sell and deliver Wastewater
System Revenue Bonds of the City and County in an aggregate principal amount not to exceed
$150,000,000 for the purposes provided in the Second Bond Resolution, and to determine the
principal amount of and to fix and determine the details of such bonds.
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The Escrow Agent has been appointed by the Director of Budget and Fiscal
Services to serve as Escrow Agent hereunder.

Concurrently with the execution hereof; the City and County is issuing
$_____________ aggregate principal amount of its Wastewater System Revenue Bonds (First
Bond Resolution) Senior Series 201 8B (the “Senior 201 SB Bonds”), S____________ aggregate
principal amount of its Wastewater System Revenue Bonds (First Bond Resolution) Series
20l8C (the “Senior20l8C Bonds”) and $___________ aggregate principal amount of its
Wastewater System Revenue Bonds (First Bond Resolution) Series 201 SD (Taxable) (the
“Senior 201 SD Bonds”), to provide moneys for deposit with the Escrow Agent, and is taking
such other actions, as shall be necessary and sufficient to cause the Refunded Bonds to be
refunded in advance of maturity and wishes to enter into this Agreement to carry out such
purposes.

Concurrently with the execution hereof, the City and County is issuing
$_____________ aggregate principal amount of its Wastewater System Revenue Bonds (Second
Bond Resolution) Junior Series 201 BA (Taxable) (the “Junior 201 SA Bonds” and, together with
the Senior 201 8B Bonds, the Senior 201 SC Bonds and the Senior 20! SD Bonds, the “201 S
Bonds”), to provide moneys for deposit ;vith the Escrow Agent, and is taking such other actions,
as shall be necessary and sufficient to cause the Refunded Bonds to be refunded in advance of
maturity and wishes to enter into this Agreement to carry out such purposes.

Now, therefore, in consideration of the foregoing and of the mutual covenants
herein set forth, the City and County and the Escrow Agent agree as follows:

Section I. Pled~e of Portion of 2018 Bond Proceeds. To secure the payment
of the principal or redemption price (as set forth in Section 6) of, and interest on, the Refunded
Bonds (whether such due dates be by reason of maturity or otherwise), the City and County
hereby irrevocably deposits with the Escrow Agent, in trust for the benefit and security of the
holders of the Refunded Bonds, and irrevocably pledges and sets aside exclusively for such
payment, subject to the terms and conditions hereinafter set forth, the amount of
$_________________ for the Refunded Bonds (the “Deposit Amount”) in immediately available
ftinds. Such amounts shall be deposited and applied by the Escrow Agent in the manner and for
the purpose hereinafter set forth.

The Escrow Agent, by the execution of this Agreement, acknowledges receipt of
the loregoing amounts.

Section 2. Establishment of Funds: Deposit of Moneys and Government
Securities.

(a) There is hereby created and established with the Escrow Agent a special
and irrevocable trust fund, designated the “2018 Tax-Exempt Trust Fund”, to be held in the
custody of the Escrow Agent as a Trust Fund separate and apart from all other funds of the City
and County or of the Escrow Agent for the benefit of the holders of certain of the Refunded
Bonds identified on Exhibit B (the “Tax-Exempt Refunded”). The Escrow Agent shall apply the
Deposit Amount of $______________ of the $_______________ referred to in Section 1 hereof
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towards the purchase of the Government Securities, as hereinafter defined and as provided in
Section 3, such securities to be deposited in the 2018 Tax-Exempt Trust Fund. The Escrow
Agent shall deposit the Deposit Amount of$____________ of the $____________________ referred
to in Section 1 as cash in the 2018 Tax-Exempt Trust Fund. All funds on deposit in trust in the
2018 Tax-Exempt Trust Fund shall be applied to and used solely for the payment of the principal
and redemption price of, and interest on, the Tax-Exempt Refunded Bonds except as otherwise
expressly provided herein. Amounts earned on the moneys and securities in the 2018 Tax-
Exempt Trust Fund shall be retained therein until applied in accordance with this Agreement.

(b) There is hereby created and established with the Escrow Agent a special
and irrevocable trust fund, designated the “2018 Taxable Trust Fund”, to be held in the custody
of the Escrow Agent as a Trust Fund separate and apart from all other funds of the City and
County or of the Escrow Agent for the benefit of the holders of certain of the Refunded Bonds
identified on Exhibit B (the “Taxable Refunded Bonds”). The Escrow Agent shall apply the
Deposit Amount of$_______________ of the $_____________ referred to in Section I hereof
towards the purchase of the Government Securities, as hereinafter defined and as provided in
Section 3, such securities to be deposited in the 2018 Taxable Trust Fund. The Escrow Agent
shall deposit the remaining Deposit Amount of$________ of the $_______________ referred to in
Section 1 as cash in the 2018 Taxable Trust Fund. All funds on deposit in trust in the 2018
Taxable Trust Fund shall be applied to and used solely for the payment of the principal and
redemption price of, and interest on, the Taxable Refunded Bonds except as otherwise expressly
provided herein. Amounts earned on the moneys and securities in the 2018 Taxable Trust Fund
shall be retained therein until applied in accordance with this Agreement.

The 2018 Tax-Exempt Trust Fund and the 2018 Taxable Trust Fund are referred
to collectively herein as the “2018 Trust Funds.”

Section 3. Purchase of Government Securities: Adequacy of Amounts in 2018
Trust Funds.

(a) (I) The City and County hereby directs the Escrow Agent to, and the
Escrow Agent shall, do the following with respect to the funds deposited and held in the 2018
Tax-Exempt Trust Fund pursuant to Section 1 hereof: purchase noncallable Government
Securities listed in Exhibit C (the “Tax-Exempt Trust Fund Government Securities”) hereto and
deposit and hold such Tax-Exempt Trust Fund Government Securities and any earnings received
thereon and any reinvestment thereof in the 2018 Tax-Exempt Trust Fund and disburse such
amounts as provided herein.

(2) The City and County hereby directs the Escrow Agent to, and the Escrow
Agent shall, do the following with respect to the funds deposited and held in the 2018 Taxable
Trust Fund pursuant to Section 1 hereof: purchase noncallable Government Securities listed in
Exhibit C (the “Taxable Trust Fund Government Securities” and, together with the Tax-Exempt
Trust Fund Government Securities, the “Government Securities”) hereto and deposit and hold
such Taxable Trust Fund Government Securities and any earnings received thereon and any
reinvestment thereof in the 2018 Taxable Trust Fund and disburse such amounts as provided
herein.
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(b) The City and County and the Escrow Agent, by the execution of this
Agreement, hereby acknowledge receipt from Causey Demgen & Moore P.C. (the “Verification
Expert”), ofa certification that the Government Securities listed in Exhibit C mature as to
principal and interest (without regard to any reinvestment of investment earnings on such
Government Securities) in such amounts and at such times as will ensure, together with any
moneys held in the 2018 Trust Funds, the availability of sufficient moneys to make payment of
the principal or redemption price of, and interest on, the Refunded Bonds to and including the
respective due dates thereof.

(c) The City and County and the Escrow Agent hereby agree that they shall
rely conclusively upon the certification provided by the Verification Expert pursuant to
Section 3(b) hereof; that the Government Securities will mature as to principal and interest
(without regard to any reinvestment of investment earnings on such Government Securities) in
such amounts and at such times as to ensure, together with any moneys held in the 2018 Trust
Funds, the availability of sufficient moneys to make payment of the principal and redemption
price of, and interest on, the Refunded Bonds to the respective due dates thereol

(d) The Escrow Agent shall collect amounts due and shall apply such amounts
as needed to make the payments and transfers required by this Escrow Agreement and may
substitute, upon the written direction of the City and County, Substitute Government Securities
(as defined herein) subject to the terms and limitations of Section 4, but otherwise shall have no
power or duty to sell, transfer or otherwise dispose of the Government Securities.

(e) In the event that the Escrow Agent is furnished with a certificate ofa
nationally recognized firm of independent certified public accountants that the Government
Securities as they mature in such amounts and earn interest in such amounts and any other
available moneys in the 2018 Trust Funds will not provide sufficient moneys to pay, as the same
mature and become due, the principal and redemption price of; and interest on, the Refunded
Bonds which have not previously been paid, the City and County will deposit with the Escrow
Agent immediately upon demand therefor an amount of money as to which a nationally
recognized firm of independent certified public accountants shall certify that such amount of
money, together with the Government Securities which will continue to be held in the 2018 Trust
Funds, will mature in such principal amounts and earn interest in such amounts and at such times
so that sufficient moneys will be available from such maturing principal and interest to pay, as
the same mature and become due, the principal and redemption price of, and interest on, the
Refunded Bonds which have not previously been paid; provided, however, that no such deposit
by the City and County shall be required if the insufficiency in the 2018 Trust Funds is caused by
the negligence or willful misconduct of the Escrow Agent, in which case, the Escrow Agent shall
make the necessary deposit into the 2018 Trust Funds from its own funds.

(f) In the event that the Escrow Agent is furnished with a report ofa
nationally recognized firm of independent certified public accountants stating that the
Government Securities as they mature in such amounts and earn interest in such amounts and
any other available moneys in the 2018 Trust Funds will be in excess of the amounts required to
pay, as the same mature and become due, the principal and redemption price of; and interest on,
the Refunded Bonds which have not previously been paid, the Escrow Agent shall transfer to the

5
OHSLJ5A.767472839.2



City and County immediately upon demand therefor an amount of money not exceeding such
excess.

Section 4. Reinvestment: Substitution of Government Securities. Moneys
deposited with the Escrow Agent as described in Section 1 her~of and Government Securities
purchased by the Escrow Agent as described in Section 3 hereof may, at the written direction of
the City and County, be reinvested in or substituted for direct non-callable obligations of; or
direct non-callable, non-prepayable obligations the full and timely payment of principal of and
interest on which are fully and unconditionally guaranteed by, the United States of America,
including Resolution Funding Corporation interest strips (the “Substitute Government
Securities”), maturing as to principal and interest in such amounts and at such times as will
ensure the availability of sufficient moneys to make payment of the principal and redemption
price of, and interest on, the Refunded Bonds to the respective due dates thereof; provided,
however, that concurrently with such written direction, the City and County shall provide the
Escrow Agent with (a) a certification of a nationally recognized independent certified public
accountant that such reinvestment and substitution complies with Section 3(b) hereof; setting
forth in reasonable detail the calculations underlying such certification, and (b) an unqualified
opinion of nationally recognized bond counsel to the effect that such reinvestment (i) will not
cause the interest on any Refunded Bond or any 201 SB Bond or 201 8C Bond to be included in
gross income for purposes of federal income taxation under the Internal Revenue Code of 1986
(the “Code”). and the regulations under the Code (the “Regulations”), as each is then in effect,
and (ii) is otherwise in compliance with this Agreement. The substitution of money market
funds and unit investment trusts for Government Securities is prohibited.

(a) Any Substitute Government Securities must mature on either (i) the next
debt service payment date of the Refunded Bonds or (ii) when needed as shown in the
certification of a nationally recognized independent certified public accountant referenced in
subsection (a) of this Section.

(b) Any reinvestment authorized by this Section 4 shall be accomplished by
sale, transfer, request for redemption or other disposition of all or a portion of the Government
Securities then held in the 2018 Trust Funds, with the proceeds thereof; together with other
moneys in the 2018 Trust Funds, being applied simultaneously to the purchase of Substitute
Government Securities, all as specified in the written direction of the City and County.

Section 5. Evidence of Transactions: Reports. The Escrow Agent, unless
otherwise directed by the Director of Budget and Fiscal Services, shall deliver to the Director of
Budget and Fiscal Services a copy of the document(s) evidencing each transaction relating to the
2018 Trust Funds in its monthly report provided pursuant to Section 5(a) below.

(a) The Escrow Agent shall at all times keep, or cause to be kept, proper
books of record and account, prepared in accordance with industry standards, in which complete
and accurate entries shall be made of all transactions relating to the portion of the proceeds of the
2018 Bonds delivered to the Escrow Agent under this Agreement and all funds and accounts
established pursuant to this Agreement. Such books of record and account shall be available for
inspection by the City and County under reasonable circumstances and for reasonable periods at
reasonable times during the business hours of the Escrow Agent on any business day. On or
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before the tenth day of each month, commencing ____________ 10, 2018, the Escrow Agent,
unless otherwise directed by the Director of Budget and Fiscal Services, shall deliver to the
Director of Budget and Fiscal Services an accounting report setting forth the following
information as of the last day of each preceding month: (1) amounts withdrawn from and
deposited into each fund and account maintained by the Escrow Agent under this Agreement;
(2) the balances on deposit in the 2018 Trust Funds and each account thereof as of the date for
which such report is prepared; and (3) a brief description of all obligations held as investments in
the 2018 Trust Funds and each account thereof.

(b) On _____ 10, 20, the Escrow Agent shall deliver to the Director of
Budget and Fiscal Services a final accounting report with respect to the 2018 Tax-Exempt Trust
Fund as of______ 10, 20_. On ______________ 10, 20_, the Escrow Agent shall deliver to
the Director of Budget and Fiscal Services a final accounting report with respect to the 2018
Taxable Trust Fund as of___________ 1, 20.

Section 6. Payment of Amounts Due on Refunded Bonds. (a) The Escrow
Agent shall transfer on each interest, principal and redemption payment date for the Refunded
Bonds sufficient moneys from the matured principal of and interest on the Government
Securities, Substitute Government Securities or moneys held in the respective 2018 Trust Funds,
to the respective paying agents for the Refunded Bonds (individually, each a “Paying Agent”
and, collectively, the “Paying Agents”), for the payment of interest on, principal of and
redemption price of the Refunded Bonds, all as summarized in Exhibit B hereto. [For
clarification, the Escrow Agent shall redeem the 20 Bonds referred to on Exhibit B hereto.]

(c) As of the date hereof, the Paying Agent for the Refunded Bonds is
Director of Budget and Fiscal Services of the City and County of Honolulu.

Section 7. Irrevocable Deposit: Express Lien. The deposit of moneys, the
Government Securities, and any Substitute Government Securities in the 2018 Trust Funds shall
constitute an irrevocable deposit in trust solely for the payment of the Refunded Bonds and
interest and redemption premiums thereon pursuant to the terms of the Refunded Bond
Proceedings, the proceedings relating to the 2018 Bonds and this Agreement. The holders of the
Refunded Bonds shall have an express lien on the principal of and interest on the Government
Securities, and on any moneys or Substitute Government Securities on deposit in the 2018 Trust
Funds, until the proceeds thereof are paid out, used or applied in accordance with this
Agreement.

Section 8. Notice of Refunding: Notice of Redemption. The Escrow Agent,
on behalf of the City and County, shall cause notice of the issuance of the 2018 Bonds to be
given, in the form set forth in Exhibit D hereto, as soon as practicable after the issuance of the
2018 Bonds by mailing such notice to the registered owners of the Refunded Bonds and filing
such notice with the Municipal Securities Rulemaking Board (“MSRB”) through the Electronic
Municipal Market Access (EMMA) ~vebsite of the MSRB.

(a) The Escrow Agent acknowledges receipt of certified copies of the
Resolution, the Certificates, the Bond Resolutions and the Prior Certificates. The Escrow Agent
shall, not earlier than sixty (60) nor later than thirty (30) days before the applicable redemption
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date for the Refunded Bonds specified in Section 6 hereof; without further authorization or
direction from the City and County, notify the Paying Agent for the Refunded Bonds of the
requirement that notice of such redemption be given, and shall request from such Paying Agent
the names and addresses of all persons whose names appear in the bond register of the Paying
Agent as registered owners of the Refunded Bonds as of the close of business on the forty-fifth
(45th) day (whether or not a business day) next preceding such redemption date. The City and
County hereby appoints the Escrow Agent as Agent for and on behalf of such Paying Agent to
give notice of redemption. The Escrow Agent, as such agent for the Paying Agent, shall give
notice of the redemption of the Refunded Bonds maturing after the applicable redemption date
for the Refunded Bonds, such notice to be given not less than thirty (30) days prior to such
redemption date by registered or certified mail to all persons whose names appear in the bond
register of the Paying.Agent as registered owners of the Refunded Bonds as of the close of
business on the forty-fifth (45th) day (whether or not a business day) next preceding such
redemption date.

Section 9. Liability of Escrow Aacnt. Except as otherwise provided in this
Section and in Section 3(e), the liability of the Escrow Agent to make the payments required by
this Agreement with respect to the Refunded Bonds shall be limited to the funds deposited with it
hereunder, the Government Securities and any Substitute Government Securities which are at
any time being held in the 2018 Trust Funds. The Escrow Agent shall not be liable for any loss
resulting from any investment made pursuant to this Agreement in compliance with the
provisions hereof nor for any error ofjudgment made in good faith by the Escrow Agent nor in
its individual capacity for the obligations represented by the Refunded Bonds; provided,
however, that the Escrow Agent shall not be relieved from liability for its own negligence or
willful misconduct. The Escrow Agent shall indemnify and hold harmless the City and County
and its officers, employees, and agents from and against any and all actions, claims, suits,
damages or costs solely to the extent that such actions, claims, suits, damages or costs arise out
ofor result from the failure by the Escrow Agent to perform any of its duties hereunder or the
negligence or willful misconduct of the Escrow Agent, its officers, employees, or agents. The
City and County, its officers, employees and agents shall in no way be held liable for any
damages, causes of action or suits resulting from the acts or activities of the Escrow Agent which
are not otherwise in accordance with this Agreement.

Section 10. Termination. This Agreement shall terminate on July I, 20_
(except for the Escrow Agent’s obligation to file a final accounting report as provided in
Section 5(b) hereof). On July 10,20, all remaining income from all funds, Government
Securities and Substitute Government Securities on deposit in the 2018 Trust Funds held by the
Escrow Agent pursuant to this Agreement shall be paid to the City and County and thereupon the
2018 Trust Funds shall be closed and thereafter the holders of the Refunded Bonds shall be
entitled to look solely to the City and County for payment thereof.

Section II. Fees of Escrow Agent. There shall be paid to the Escrow Agent
upon the issuance of the 2018 Bonds the sum of$___________ for the 2018 Trust Funds, without
additional fee for subscription of Government Securities, which shall be the total compensation
for all services rendered in the execution, exercise and performance. of any of the duties of the
Escrow Agent to be exercised or performed pursuant to the provisions of this Agreement, and
shall also be paid all expenses, disbursements and advances incurred in accordance with any
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provisions of’ this Agreement, including the reasonable compensation and expenses and
disbursements of independent counsel, appraisers, accountants, consultants, agents and
attorneys-at-law or other experts employed by the Escrow Agent in the exercise and performance
of its powers and duties hereunder, and out-of-pocket expenses, including but not limited to
postage, wires, stationery, and costs of printing forms or letters or notices, which expenses shall
not exceed 100% of the billed fees. Invoices for insurance, if any, co-agent fees, if any, and
publication of notices of redemptions, if any, will be forwarded directly to the City and County
for payment.

(a) Neither the Escrow Agent nor any Paying Agent for the Refunded Bonds
shall have any lien or claim for payment of any fees, expenses or other amounts, including
amounts payable to counsel or others, upon any funds held by the Escrow Agent under this
Agreement.

(b) The Escrow Agent acknowledges that the aforesaid provisions for
payment are satisfactory to it.

Section 12. Duties of Escrow Agent: Evidence Upon Which Escrow Agent
Mm’ Act: Other Interests. The Escrow Agent agrees to perform all of the duties and obligations
as are specifically set forth in this Agreement.

(a) Subject to the provisions of Section 9, the Escrow Agent may conclusively
rely, as to the correctness of statements, conclusions and opinions therein, upon any certificate.
report, opinion or other document furnished to the Escrow Agent pursuant to any provision of
this Agreement; the Escrow Agent shall be protected and shall not be liable for acting or
proceeding, in good faith upon such reliance; and (he Escrow Agent shall be under no duty to
make any investigation or inquiry as to any statements contained or matters referred to in any
such instrument. The Escrow Agent may consult with counsel, who may be counsel to the City
and County or independent counsel, with regard to legal questions, and the opinion of such
counsel shall be full and complete authorization and protection in respect of any action taken or
suffered by it hereunder in good faith in accordance herewith. Any request, consent, certificate,
notice, appointment or other direction made or given by the City and County to the Escrow
Agent shall be deemed to have been sufficiently made or given by the proper party or parties if
executed on behalfof’ the City and County by the Director of Budget and Fiscal Services or his
duly appointed designee.

(b) No provision of this Agreement shall require the Escrow Agent to expend
or risk its own funds or otherwise incur any financial liability in the performance of any of its
duties hereunder, or in the exercise of any of its rights or powers, if it shall have reasonable
grounds for believing that payment of such funds or adequate indemnity against such risk or
liability is not reasonably assured to it.

(c) The Escrow Agent, either as principal or agent, may engage in or be
interested in any financial or other transaction with the City and County, and may act as
depositary, trustee or agent for any holder or holders of the 2018 Bonds as freely as if it were not
Escrow Agent hereunder.
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Section 13. Removal or Resignation of Escrow Agent. The City and County
may, upon sixty (60) days’ notice to the Escrow Agent, remove the Escrow Agent or any
successor thereto. The Escrow Agent may at any time resign and be discharged of its duties and
obligations hereunder by giving nOt less than sixty (60) days’ written notice to the City and
County and holders of the Refunded Bonds and by publishing notice thereof, specifying the date
when such resignation shall take effect, once in the same newspapers in which notices are
required to be published under the next paragraph. Notwithstanding the effective date of any
such resignation stated in such notice, such resignation shall not take effect until a successor
Escrow Agent shall have been appointed, and shall take effect immediately on the appointment
of such successor Escrow Agent. All expenses of publication of notice of the resignation of the
Escrow Agent hereunder shall be paid by the Escrow Agent; provided, however, that if such
resignation shall be made at the request of the City and County, then the City and County shall
pay such expenses of publication of notice of resignation.

(a) In the event of any such removal by the City and County, or the
resignation, disability, ineligibility or refusal to act of the Escrow Agent, the City and County by
a duly executed written instrument of the Director of Budget and Fiscal Services shall forthwith
appoint a successor to fill such vacancy. In the event that the City and County does not appoint a
successor within thirty (30) days after notifying the Escrow Agent, or any successor, of its
removal, the removed Escrow Agent may petition a court of competent jurisdiction for the
appointment of a successor. All expenses incurred by the removed Escrow Agent in prosecuting
any such petition shall be reimbursed by the City and County. A successor Escrow Agent shall
be a bank having corporate trust powers or a trust company, in each case with capital stock,
surplus and undivided profits aggregating in excess of Ten Million Dollars ($10,000,000), and
subject to supervision or examination by federal or state authority. lfsuch bank or trust
company publishes a report of condition at least annually, pursuant to law or to the requirements
of any supervising or examining authority above mentioned, then for the purpose of this Section
the combined capital stock, surplus and undivided profits of such bank or trust company shall be
deemed to be its combined capital stock, surplus and undivided profits as set forth in its most
recent report of condition so published. Any successor Escrow Agent so appointed shall have all
the powers and obligations of the Escrow Agent hereunder theretofore vested in its predecessor.
Upon acceptance of appointment by the successor Escrow Agent as provided in this Section, the
City and County shall publish notice of the succession of such Escrow Agent to the trusts
hereunder at least once in a financial newspaper of national circulation published in New York,
New York and in a daily newspaper of general circulation in the City and County. If the City
and County shall fail to publish such notice within ten (10) business days after acceptance of
appointment by the successor Escrow Agent, the successor Escrow Agent shall cause such notice
to be published at the expense of City and County. Each Escrow Agent appointed hereunder
shall signify its acceptance of such duties and obligations imposed upon it hereunder as Escrow
Agent by executing and delivering to the City and County and to the predecessor Escrow Agent
hereunder a written acceptance of such duties and obligations, and such written acceptance shall
include a statement to the effect that the Escrow Agent qualified to act as such under the laws of
the City and County, and thereupon such successor Escrow Agent, without further act, deed or
conveyance, shall become vested with all of the moneys. estates, properties, rights, powers,
trusts, duties and obligations of such predecessor Escrow Agent, with like effect as if originally
named Escrow Agent herein; but, nevertheless, at the request of the City and County or the
successor Escrow Agent, such predecessor Escrow Agent shall execute and deliver any and all
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instruments of conveyance or further assurance and do such other things as may reasonably be
required for more fully and certainly vesting in and confirming to such successor Escrow Agent
all of the right, title and interest of such predecessor Escrow Agent in and to any property held
by it hereunder and shall pay over, transfer, assign and deliver to the successor Escrow Agent
any moneys or other property subject to the trusts and conditions herein set forth. Upon
acceptance by such successor Escrow Agent of the trusts created hereunder, all further title,
rights, duties and obligations of the predecessor under this Agreement shall cease and terminate
and be discharged, except for rights or liabilities theretofore accrued to or by the City and
County or the predecessor Escrow Agent. Upon the request of the successor Escrow Agent, the
City and County shall execute and deliver any and all instruments as may be reasonably required
for more fully and certainly vesting in and confirming to such successor Escrow Agent all such
moneys, estates, properties, rights, powers, trusts, duties and obligations. Any bank or trust
company into which the Escrow Agent may be merged or with which it may be consolidated
shall become the Escrow Agent without action of the City and County.

Section 14. Tax Covenant. Any other provision of this Agreement to the
contrary notwithstanding, the City and County hereby covenants that it will not use, or permit the
use of, any proceeds of the Refunded Bonds, the Senior 201 SB Bonds or the Senior 201 8C
Bonds, or any moneys or funds held by the Escrow Agent under this Agreement that may be
deemed to be the proceeds of the Refunded Bonds, the Senior 201 8B Bon’ds or the Senior 201 SC
Bonds pursuant to the Code and Regulations as each is then in effect, in a manner that would
cause the interest on any of the Refunded Bonds, the Senior 201 SB Bonds or the Senior 201 SC
Bonds to be included in gross income for federal income taxation purposes under the Code, and
to that end the City and County shall comply with the Code and the Regulations.

Section 15. Benefit of Aczreement:Amendments. This Agreement is made for
the benefit of the City and County and the holders from time to time of the Refunded Bonds.
This Agreement shall not be repealed, revoked, altered or amended without the written consent
of all such holders; provided, however, that the City and County and the Escrow Agent may,
without the consent of, or notice to, such holders, enter into such agreements supplemental to this
Agreement for any one or more of the following purposes so long as such supplemental
agreements do not adversely affect the rating on the Refunded Bonds and the 2018 Bonds:

(a) to cure any ambiguity or formal defect or omission in this Agreement;

(b) to grant to, or confer upon, the Escrow Agent for benefit of such holders
any additional rights, remedies, powers or authority that may lawfully be granted to, or conferred
upon, such holders or the Escrow Agent;

(c) to subject to this Agreement additional funds, securities or properties; and

(d) to make any other amendment that does not materially adversely affect the
rights of any holders of Refunded Bonds.

The Escrow Agent shall be entitled to rely exclusively upon an unqualified
opinion of nationally recognized bond counsel with respect to compliance with this Section,
including (i) the extent, if any, to which any change, modification or addition affects the rights of
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the holders of the Refunded Bonds, and (ii) the extent, if any, to which any instrument executed
hereunder complies with the conditions and provisions of this Section.

Section 16. Parties in Interest: Non-Asshznment. This Agreement shall inure
to the benefit of and be binding upon the City and County, and each successor in office of the
Director of Budget and Fiscal Services, from the time he assumes office, shall be deemed to be
substituted for the undersigned Director of Budget and Fiscal Services as a party hereto, with all
of the rights and duties of the Director of Budget and Fiscal Services hereunder.

This Agreement shall not be assigned by the Escrow Agent without the prior
written consent of the City and County. Any voluntary or involuntary assignment or transfer of a
controlling interest in the Escrow Agent shall be communicated to the City and County within a
reasonable time. Subject to the foregoing, all terms and provisions of this Agreement shall be
binding upon and shall inure to the benefit of the Escrow Agent, its successors and assigns.

Section 17. Waiver. No waiver shall be deemed to be made by any party of
any of its rights hereunder unless the same shall be in writing. The City and County’s or the
Escrow Agent’s inaction, silence, or failure to demand strict performance shall not be deemed a
waiver. Each waiver, if any, shall be a waiver only with respect to the specific instance involved
and shall in no way impair the rights of the waiving party or the obligations of any other party in
any other respect or at any other time.

Section 18. Notices. Notices shall be given by the Escrow Agent to Fitch
Ratings and to Moody’s Investors Service, of any amendment or supplement to this Agreement
or of any substitution of Government Securities pursuant to Section 4 hereof or any withdrawal
of moneys from the 2018 Trust Funds pursuant to Section 3(f) hereof. Such notices shall be sent
to Fitch Ratings at One State Street Plaza, New York, New York, 10004, Attention: Surveillance
and to Moody’s Investors Service at 99 Church Street, New York, New York, 10007, Attention:
Public Finance Rating Desk/Refunded Bonds. Drafts of any such amendment or supplement
shall be given to such rating agencies prior to the execution of such amendment or supplement.

All notices and communications required to be given to the City and County or
the Escrow Agent pursuant to this Agreement shall be delivered in writing, or by telegram, telex,
cable or first class mail, postage prepaid, addressed to the following parties, at the following
addresses:

The City and County:

Director of Budget and Fiscal Services
City and County of Honolulu
530 South King Street, Room 115
Honolulu, Hawaii 96813
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Attn: Division of Treasury

The Escrow Aaent:

U.S. Bank National Association
1420 Fifth Avenue, 7th Floor
Seattle, Washington 98101
Attn: Corporate Trust

Section 19. Severability. If any one or more of the covenants or agreements
provided in this Agreement on the part of the City and County or the Escrow Agent to be
performed should be determined by a court of competent jurisdiction to be contrary to law, such
covenant or covenants, or such agreement or agreements, or such portions thereof, shall be
deemed severable from the remaining covenants and agreements or portions thereof provided in
this Agreement and the invalidity thereof shall in no way affect the validity of other provisions of
this Agreement or of the Refunded Bonds, and the holders of the Refunded Bonds shall retain all
of the rights and benefits accorded them hereunder and under applicable provisions of law.
Notice of such judicial determination shall be given, as soon as is reasonable practicable, to the
rating agencies at the addresses set forth in Section 18.

If any provision of this Agreement shall be held or dcemed to be or shall, in fact,
be inoperative or unenforceable or invalid as applied in any particular case in any jurisdiction or
jurisdictions or in all jurisdictions, or in all cases because such provision conflicts with any
constitution or statute or rule of public policy, or for any other reason, such circumstance shall
not have the effect of rendering such provision in question inoperative or unenforceable or
invalid in any other case or circumstance, or of rendering any other provision or provisions
herein contained inoperative or unenforceable or invalid to any extent whatsoever.

Section 20. Law and Place of Enforcement of This Aureement. This
Agreement shall be construed and interpreted in accordance with the laws of the State of Hawaii.
Any suits and actions arising out of this Agreement shall be instituted in a court of competent
jurisdiction in said State.

Section 21. Counterparts. This Agreement may be executed in several
counterparts, all or any of which shall be regarded for all purposes as one original and shall
constitute and be but one and the same instrument.

Section 22. Effects of Table of Contents and Section l-leadin~s. The Table of
Contents and headings of the several Sections hereof shall be solely for convenience of reference
and shall not affect the meaning, construction, interpretation or effect of this Agreement or any
provision hereof.
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IN WITNESS WHEREOF, the parties hereto have each caused this Agreement to
be executed by their duly authorized officers and the City and County has caused its seal to be
hereunto affixed as of the date first above written.

CITY AND COUNTY OF HONOLULU

By:_____________________________
Nelson H. Koyanagi, Jr.

Director of Budget and Fiscal Services

[SEAL]

APPROVED AS TO FORM AND LEGALITY:

Donna Y. L. Leong
Corporation Counsel

City and County of Honolulu

U.S. BANK NATIONAL ASSOCIATION, as
Escrow Agent

By:________________
Authorized Officer

14
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EXHIBIT A

PRIOR BONDS
City and County of Honolulu

Wastewater System Revenue Bonds (First Bond Resolution), Senior Series

Principal
Original Issue Amount

Series Dated Date Maturity Amount Outstanding

A-I
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City and County of Honolulu
Wastewater System Revenue Bonds (Second Bond Resolution), Junior Series

Principal
Original Issue Amount

Series Dated Date Maturity Amount Outstanding

4-2
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EXHIBIT B

REFUNDED BONDS

TAX-EXEMPT REFUNDED BONDS

rrincipnl Refunded vi]
Amount Tax-Exempt Redemption

Series &tnturiIv Oulsiunding Bonds Coupon Call Date Price CIJSII’

B-I
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TAXABLE REFUNDED BONDS

I’rincipal
Amount Refunded w/ Redemption

Series Maturity Outstanding Taxable Bonds Coupon Call Dale Price CUSTI’

13-2
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EXHIBIT C

GOVERNMENT SECURITIES

CITY ANI) COUNTY or HONOLULU
(FIHST BOND RESOLUTION)

WASTEWATER SYSTEM REVENUE BONDS
SENIORSERIES2OIHII, SENIORSERIES2OIBCANIJSENJORSERIESZflIHI) (TAXABLE)

(SECOND FlOYD RESOLUTION)
JUNIOR SERIES 2OIBA (TAXABLE)

DESCRIPTION OFTIIE ESCROIVED SECURITIES
ASOF ~CIosing IbleI,2018

(See attachments)

C-I
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EXHIBIT I)

FORM OF NOTICE TO HOLDERS OF REFUNDED BONDS
OF ISStJANCE OF REFUNDING BONDS

NOTICE to Holders of: City and County of honolulu
Wastewater System Revenue Bonds (First Bond Resolution), Senior Series Specified
Below

NOTICE IS [hEREBY GIVEN that the City and County of I-Ionolulu. on [Closing Dalej. 2018. issued its Wastewater
System Revenue Bonds (First Bond Resolution). Senior Series 201813, its Waslewater System Revenue Bonds (First Bond
Resolution), Senior Series 201 8C and its Wastesvater System Revenue Bonds (First Bond Resolution). Senior Series 20 IBD (Tasahle)
(together. the “Rellinding Bonds”), ftr the purpose of paying at maturity or relunding in advance of maturity the following obligations
of the City and County (collectively, the “Relunded Bonds”)~

rrin cI’ia I t’rincipal Principal
Amount Amount Amount Redemption

Serit~ ~ Inturily Outstanding Refunded Outstanding Coupon Call Date t’rke CUSI P

D-I
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Pfincij,aI Principal Principal
Aniotiiit AiiiouiiI A niount Reilcinpilon

Scd~ Maturily Outstanding Refunded Outstanding Coupon Call Date Price CIJS1P

0-2
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NOTICE to Holders of: City and County of Honolulu
Wastewnter System Revenue Bonds (Second Bond Resolution), Junior
Series Specified Below

NOTICE IS HEREBY GIVEN that the Cit) and Countyof Honolulu, on [Closing Date], 2018, issued its Wastewater
System Revenue Bonds (Second Bond Resolution), Junior Series 20 IRA (Taxable) (the “Refunding Bonds”), for the purpose of
paying at maturity or rellinding in advance of maturity the Ibliowing obligations or the City nnd County (collectively, the “Refunded
Bonds”):

Principal Amount I’rincipal Principal Amouni Redemption
Scd~ Maturity Outstanding Amount Reruntied Outstanding Coupon Call Dote Price CLIStP

D-3
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A portion of the proceeds of such Refunding Bonds has been irrevocably deposiled with U.S. Bank National
Association, to be field in trust and has been invested in certain noncallable direct obligations of. or obligations unconditionally
guaranteed by, the United Stales of America, as will ensure surncient moneys for the payment when due of the principal or
redemption price of and interest on the Refunded Bonds.

U.S. Bank National Association, as Escrow Agent,
on behalf of Director of F3udget and Fiscal Services City and County of Honolulu

D-4
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EXHIBITE

FORM OF NOTICE OF REDEMPTION OF REFUNDED BONDS
NOTICE OF REDEMPTION
to Holders of City and County of Honolulu
Wastewater System Revenue Bonds (____ Bond Resolution), ______ Series 20_,
dated as of __________, 20_, and maturing
on _____ I in the years
20_ through 20_ and 20_

NOTICE IS HEREBY GIVEN that the City and County of Honolulu (the “City
and County”) has duly called for redemption and on ______ 1, 20_, prior to the stated maturity,
will redeem $______________ principal amount of Wastewater System Revenue Bonds _____

Bond Resolution) ____________ Series 20_, dated as of , 20_, and maturing on _____

in each of the years 20_ through 20_ and 20_ (the “Bonds”). The details of the Bonds to be
redeemed are set forth below:

Maturity Principal Interest CUSIP
Called Amount Rate Number

All of the above-designated Bonds are to be redeemed on _____ I, 20_. the date
on which such Bonds shall become due and payable, at a redemption price equal to the principal
amount redeemed, from moneys irrevocably deposited in trust with U.S. Bank National
Association, as Escrow Agent (the “Escrow Agent”).

From and after _______ I, 20_, the date fixed for redemption, interest on such
Bonds will cease to accrue and become payable. Upon presentation and surrender of such Bonds
on and after the date fixed for redemption, payment of the aforesaid redemption price will be
made, at the principal office of the Director of Budget and Fiscal Services of the City and County
of Honolulu, paying agent for the Bonds, in 1-lonolulu, Hawaii.

The above-referenced CUSIP numbers are ftirnished for convenience only. No
representation is made by the City and County or the Escrow Agent or the undersigned as to the
accuracy or completeness of such CUSIP numbers.

[W-9 AND INTEREST WITHHOLDING INFORMATION TO BE INSERTED]

E- I
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This notice is given at the request of and on behalf of the City and County of
Honolulu.

Dated: ______________, 20.
U.S. BANK NATIONAL ASSOCIATION, as
Escrow Agent, on behalf of
DIRECTOR OF BUDGET AND FISCAL
SERVICES, CITY AND COUNTY OF
HONOLULU, Paying Agent for the Bonds

E-2
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EXHIBITD

FORM OF PRELIMINARY OFFICIAL STATEMENT



PRELIMINARY OFFICIAL STATEMEN’I’ DATED .2018
S NEW ISSUE RATINGS: SeniorSeries 2018 Bonds: Mnody’s:_/Fiteh: —

‘2 BOOK-ENTRY ONLY ,lunior Series 2018 Bonds: Moody’s: _/Fitch: —

(See “Ratings” herein)

In the opinion of Orrick. Herringion & SurclqJe LU’, Bond Counsel to the City and County ofHonolulu, Hawaii (the “City and County’), based
4 - upon an analysis ofexisting lairs, regulations, rulings and coin, decisions and assuming. among oilier sHatters, the accuracy ofcertain representations atid

~ compliance ip’lth certain covenants, Interest on the Senior Series 2013,1 Bonds, the Senior Series 20)88 Bonds and the Senior Series 20/SC Bonds
a (collectsvelj~ the “Tax-Iitempi Bonds’), is escludedfrom gross incomeforfederal income tax purposes ,aider Section 103 ofthe Internal Revenue Code of
4 1986. In thefurther opinion ofBond Counsel. inierest on tile Tax-Etempt Bonds is not a spec~/ic preference item for purposes ofihe federal individual or
a corporate olten,ative miui,,n,ni rates, although Bond Counsel observes that such interest is included in adjusted current earnings when calculating corporate

alternative ntinin:ntn taxoble income. Bond C~ounsel is of the opinion that the Series 2018 Bonds and the income ther~fratn ate exempt from a11 taxation by
- the State ofHaii’all or any cotany or other political subdivision thereof except inheritance, transfer. estate mid certainfranchise taxes, Bon~l C’oiazselfhrther

‘2 ~ pbsen’es that interest on the Senior Series 21USD Bonds am! i/ic Jimior Series 2(118,1 Bonds is not excludedfront gross income forfederal income tax
purposes. Bond Counsel expresses no opinion regarding any other tax consequences relate~l to the oirnership or disposition of or the an,ouni, accrual or
receipt of interest on, the Series 2018 Bonds. See “T,L\’ A-IA 77885” In this Official Statement.

s000’ooo,ooo*
City and County of Honolulu

Wastewater System Revenue Bonds

5000,000,000* 5000,000,000* 5000,000,000*
Senior Series 2018A Senior Series 20188 Senior Series 2018C

First Bond Resolution (Refunding) (Crossover Refunding)
First Bond Resolution First Bond Resolution

5000,000,000* 5000,000,000*
Senior Series 2018D Junior Series 2018A

(Taxable Crossover Refunding) (Taxable Refunding)
First Bond Resolution Second Bond Resolution

2 Dated: Date olDelivery Due: July I, as shown on inside cover

The City and Countyofl-lonolulu WastewaterSystern Revenue Bonds (First Bond Resolution) SeniorSeries 2018A Bands. Senior
d Series 20l8B Bonds (Refunding), Senior Series 20) BC Bonds (Crossover Refunding) and Senior Series 20]8D Bonds (Taxable Crossover

a Refunding) (the “Senior Series 20l8A Bonds,” “Senior Series 20188 Bonds.” “Senior Series 2018C Bonds” and “Senior Series 201 8D
a Bonds” respectively, and collectively, the “Senior Series 201 B Bonds”) and the City and County of Honolulu Wastewater System Revenue

‘2 Bonds (Second Band Resolution)JuniorSeries 2018A Bonds (Taxable RefLtnding) ((lie “Junior Series2OIS Bonds,” and collectively with
the Senior Series 2018 Bonds, the “Series 2018 Bonds”) are issuable in fully registered form and when issued will be registered initially in
(lie name ofCede & Co., as nominee of The Depository Trust Company (“D’fC”), New York, New York. So long as DTC or its nominee
is the registered ownerof the Series 2018 Bonds, purchases ofthe Series2Ol8 Bonds will be made in book-entry form only, through brokers

‘2 and dealers who ore, or who act through. DTC participants. Beneficial owners of the Series 2018 Bonds will not receive physical delivery
of Bond certiflcates~ payment of the principal of and interest and any prenlittm on the Series 2018 Bonds will be made directly to D’I’C or

5 its nominee: and disbursement of such payments to DTC participants will be the responsibility of DTC and disbursetnent of such payments
to the beneficial owners will be the responsibility of’ DTC participants. Purchases of the Series 2018 Bonds may be made in the
denomination of 55.000 or any integral multiple thereoC

The Series 2018 Bonds bear interest payable on January I and July 1 of each year, commencing July 1.2018. ‘l’he Series 2018
Bonds are subject to redemption prior to the stated niatttrity thereof as described herein. Proceeds of the Series 2018 Bonds will be used
to: (i) lUnd the cost of certain additions and improvements to the ‘vastewater system owned by the City and County, (ii) refund certain

.2’2 outstanding bonds previously issued by the City and County pursuant to the First Bond Resolution (as defined below) and the Second Bond
Resolution (as defined below), and (iii) paythe costs of issuance of the Series 2018 Bonds.

S The Senior Series 2018 Bonds will he issued by the City and County under o bond resolution, as supplemented (the “First Bond
Resolution”). pursuant to which the City and County has previously issued bonds and may issue additional bonds on a parity with the
Senior Series 2018 Bonds, as described herein. The Senior Series 2018 Bonds are limited special obligations of the City and County
payable solely from, and secured solely by a pledge of, the Net Revenues, proceeds of Bonds held or set aside under the First Bond
Resolution, and certaiti fUnds and accounts established by t]ie First Bond Resolution, on a parity with all other Bonds issued under the First

‘2 Bond Resolution. Such pledge of the Net Revenues is senior and superior to any pledge ofNet Revenues to secure obligations issued under
7: 5 any other bond resolution, including the Second Bond Resolution.

Prior toJuly 1,2020 (the “Crossover Date”), the Senior Series 2018C Bonds and the Senior Series 2018D Bonds will be additionally
‘a 5 secured by and payable from the proceeds of such Bonds deposited into an escrow established therefor.

The Junior Series 2018 Bonds will be issued by the City and Count)’ under a bond resolution, as supplemented (the “Second Bond
S ‘2. Resolution”), pursuant to which the City and County has previously issued bonds and may issue additional bonds on aparity with theiunior

‘S 9 5 Series 2018 Bonds, as described herein. The Junior Series 2018 Bonds are limited special obligations of the City and County payable
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solely from, and secured solely by a pledge ot the Net RevenLies, proceeds of Bonds held or set aside under the Second Bond Resolution.
and certain rends and accounts established by the Second Bond Resolution, on a parity with all other llnnds issued under the Second Bond
Resolution. Such pledge of the Net Revenues is junior in priority and subordinate to any pledge of Net Revenues to sccure obligations
issued under the First Bond Resolution.

The Series 2018 Bonds are not a general or moral obligation of the State of ilawnii or any political subdivision thereof,
including the City and County, ond the faith and credit of the State of llawaii or any political subdivision thereof, including the
City and County, are not pledged to (lie payment of (lie principal of, premium, if any, or interest on the Series 2018 Bonds, and no
holder of the Bonds shall hove the right to compel the exercise of the taxing power of the State all lawail or any political subdivision
thereof, including the City and County, iii connection with any default with respect to the Series 2018 Bonds.

This cover page contains certain information for quick reference only. It is not a summaiy of the bond issue. Prospective investors
must rend the entire Official Statement (including the Appendices) to ohtain intbrmntion essential to the making of an informed investment
decision.

The Series 2018 Bonds are offered silica, as and if issued and received by she Undenvrtrers, and are subject to the approval of/ego/ky by Orriclç
ilerringion & Srac//fiL’ LLP. Bond counsel to the City and cosi’srj~ Certain legal nsat(ers ,i’iII he passed upon jbr rise Undenrriters by their co-counsel,
A/stan Hunt Floyd & Ing. Honohdn. Hawaii. arid Kaners A/ntis/n I?osenrssan, New York. New York, ills espected that the Series 2018 Bonds in dej7surii’e
forts: will be availoblefor dc/ire,y to DTC. in Ne,,’ hark, New York. a’s or about .2018.

BofA Merrill Lynch Piper .Jaffray & Co.

Dated 2018

Prelhninaiy, subject to change.
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MATURITY SChEDULE

City and County of Honolulu
Wastewater System Revenue Bonds

(First Bond Resolution)

5000,000,000 Senior Series 2018Ae

Year Principal Interest CUSIPt
(July 1) Amount flak Yield (438701)

I’rehniinaiy. SLIhjeCt to change.
Copj right, Amen can Bankers Association. CUS!P data provided by Standard & Poor’s CUSIP Sen/ce Bureau, a djrision of The AicGraw.HiH
Companies. Inc. This data is not intended to create a database and does not serve in any hay as a substitute for the CUSIP Service. CUSIP
numbers are ,,rovtded for co,,veuience of rçference onljt Neither tire City and Cautny nor the U,,denrniiers cokes any responsibility for the
accuracy ofsuch numbers
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5000,000,000 Senior Series 20188 (Refunding)’

Year Principal Interest ~~5jpt
(July!) Amount’ Rate Yield (438701)

5000,000,000 Senior Series 2018C (Crossover Refunding)*

Year Principal Interest CUSIPt
(July 1) Amount Rate Yield (438701)

5000,000,000 Senior Series 2018D (Taxable Crossover Refunding~

\‘ear Principal Interest CUSIPt
(July I) Amount’ Rate Yield (438701)

Preliminary, subject to chanue
Copyright. American Bankers Association. CUSIP data provided by Standard & Poor’s CIJS!P Service Bureau, a division of The AfcGrmr-IliiI
companies. Inc. This data is not Intended to create a database and does not sene in any ‘nzj as a substitute for the CUSIP Service. CUSIP
nunthers are providedfor convenience of rqfitrence only. Neither the City and County nor the Undenvriters takes any rL’spansibilitr for the
accuracy of’such auto bers.
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MATURITY SCHEDULE

City and County of Honolulu
Waslewater System Revenue Bonds

(Second Bond Resolution)

$000,000,000 Junior Series 2018A (Taxable Refunding)~

l’ear Principal interest CUSIPt
(July I) AuiounC Ra(c Yield (438701)

Prelimina’y. subject to change
Capyflght, American BankersAssociauian. CUSIP data provided by Standard & Poar~c CUSi’I’ Sen/ce Bureau, a division ofVie McGraw-Hill
Companies. Inc. This data is nat attended to create a database and does no, serve in any flay as a substitute for (lie CL’S!!’ Service, CUSIP
numbers are pro vu/ed for convenience of refèrence only, Neither the City and Caunrj’ lior the Underwrire,s lakes any responsibility for the
accuracy ofsuch niu,,hers.
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City and County of Honolulu
State of Hawaii
(Incorporated 1907)

CITY COUNCIL

Ron Menor
Chair and Presiding Officer

3. Ikaika Anderson
Vice Chair

Kymberly Marcos Pine
Floor Leader

lirandon J.C. Elefante

Carol Fukunaga

Ann Ii. Kobayaslii

Jocy Manahan

ErncsL Y. Martin

Trevor Ozawa

DIRECtOR OF BUDGET AND FISCAL SERVICES
Nelson I-I. Koyanagi. Jr.

I)IRECTOR OF ENVIRONMENTAL SERVICES
L~oH M.K. Kalnkina, P.E.

DEPUTY DIRECTORS OF ENVIRONMENTAL SERVICES
Timothy A. Houghton
Ross S. Tanimoto. P.E.

CORPORATION COUNSEL
Donna Y.L. Leong

BOND COUNSEL
Orrick, I-Ierrington & Suiclifib LLI’

San Francisco. California

MAYOR

Kirk CaIdweIl
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CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING STATEMENTS IN

THIS OFFICIAL STATEMENT

Certain statements included or incorporated by reference in tins Official Statement constitute forward-looking
statements. Such statements are generally identifiable by the terminology used such as “plan,” “expect,” “estimate,”
“project,” “budget” or other similar words. The achievement of certain results or other expectations contained in such
forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause actual
results, performance or achievements described to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. No assurance is given that actual results will
meet the forecasts of the City and County in any way, regardless of the level of optimism communicated in the
information. The City and County is not obligated to issue any updates or revisions to the forward-looking statements
ifor when its expectations, or events, conditions or circumstances on which such statements are based occur.

THE ACHIEVEMENT OF CERTAIN RESULTS OR OTHER EXPECTATIONS CONTAINED IN SUCH
FORWARD-LOOKING STATEMENTS INVOLVE KNOWN AND UNKNO\VN RISKS, UNCERTAINTIES AND
OTHER FACTORS WHICH MAY CAUSE ACTUAL RESULTS, PERFORMANCE OR ACHIEVEMENTS
DESCRIBED TO BE MATERIALLY DIFFERENT FROM ANY FUTURE RESULTS, PERFORMANCE OR
ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING STATEMENTS. THE CITY
AND COUNTY DOES NOT PLAN TO ISSUE ANY UPDATES OR REVISIONS TO THOSE FORWARD-
LOOKING STATEMENTS IF OR WHEN ANY OF ITS EXPECTATIONS, OR EVENTS, CONDITIONS OR
CIRCUMSTANCES ON WHICH SUCH STATEMENTS ARE BASED OCCUR.

* * * * *

The information contained in this Official Statement has been obtained from the City and County of Honolulu and
other sources deemed reliable. No guaranty is made, however, as to the accuracy or completeness ofsuch information.

The Underwriters have provided the following sentence for inclusion in this Official Statement. The Underwriters
have reviewed the information in this Official Statement in accordance with, and as pan o1 their responsibilities to
investors under the federal securities laws as applied to the facts and circumstances of this transaction, but the
Underwriters do not guarantee the accuracy or completeness of such information. This Official Statement, which
includes the cover page and appendices, does not constitute an offer to sell the Series 2018 Bonds in any state to any
person to whom it is unlawful to make such offer in such state. No dealer, salesman or other person has been
authorized to give any information or to make any representations, other than those contained in this Official
Statement, in connection with the offering of the Series 2018 Bonds, and if given or made, such information or
representations must not be relied upon. The information contained herein is subject to change without notice and
neither the delivery of this Official Statement nor any sale hereunder at any time implies that the information contained
herein is correct as of any time subsequent to its date.

THE SERIES 2018 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT. THE SERIES 2018
BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY
STATE. IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF TIlE SERIES
2018 BONDS OFFERED HEREBY AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PRE~’AlL
IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY
TIME.
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OFFICIAL STATEMENT

5000,000,000*
City and County of Honolulu

Wastewater System Revenue Bonds

5000,000,000* 5000,000,000* 5000,000,000*
Senior Series 2018A Senior Series 2018B Senior Series 2018C

First Bond Resolution (Refunding) (Crossover Refunding)
First Bond Resolution First Bond Resolution

5000,000,000* s000,000,000*
Senior Series 201811 Junior Series 2018A

(Taxable Crossover Refunding) (Taxable Refunding)
First Bond Resolution Second Bond Resolution

JN1RODI C1’ORV SiA1IMENT

This Official Statement, which includes the cover page and the appendices, provides certain
information in connection with the issuance by the City and County of Honolulu (the “City and County”) in the State
of Hawaii of S000,000,000* aggregate principal amount of Wastewater System Revenue Bonds, Senior Series 201 BA,
Senior Series 20188 (Refunding), Senior Series 2018C (Crossover Refunding) and Senior Series 2018D (Taxable
Crossover Refunding) (First Bond Resolution) (the “Series 2018A Bonds,” “Senior Series 20188 Bonds,” “Senior
Series 2018C Bonds,” and “Senior Series 20180 Bonds” respectively, and collectively, the “Senior Series 2018
Bonds”) and Wastewater System Revenue Bonds Junior Series 2018A (Taxable Refunding) (Second Bond
Resolution) (the “Junior Series 20 IRA Bonds” or the “Junior Series 2018 Bonds” and collectively with the Senior
Series 201 8 Bonds, the “Series 2018 Bonds”). The Senior Series 2018 Bonds are to be issued under and secured by
the First Wastewater Revenue Bond Resolution adopted by the City Council of the City and County on November 10,
1998 (as amended and supplemented from time to time, the “First Bond Resolution”), and the Senior Series 2018
Resolution adopted by the City Council of the City and County on __________, 2017 (the “Senior Series 2018
Resolution”). The Senior Series 2018 Bonds are also to be issued under a certain Bond Series Certificate of the City
and County dated the date of this Official Statement, relating to the Senior Series 2018 Bonds (the “Senior Series 2018
Certificate”).

The Junior Series 2018 Bonds are to be issued under and secured by the Second Wastewater
Revenue Bond Resolution adopted by the City Council of the City and County on November 10, 1998 (as amended
and supplemented from time to time, the “Second Bond Resolution”), and the Junior Series 2018 Resolution adopted
by the City Council of the City and County on ___________, 2017 (the “Junior Series 2018 Resolution,” with the
Senior Series 2018 Resolution, the “Series 2018 Resolutions”). The Junior Series 2018 Bonds are also to be issued
under a certain Bond Series Certificate of the City and County dated the date of this Official Statement, relating to the
Junior Series 2018 Bonds (the “Junior Series 2018 Certificate,” with the Senior Series 2018 Certificates, the “Series
2018 Certificates”). The First Bond Resolution and the Second Bond Resolution are each individually referred to as
a “Bond Resolution” and collectively referred to as the “Bond Resolutions.”

The capitalization of any word below not conventionally capitalized indicates that such word is
defined in the First Bond Resolution, the Second Bond Resolution, the Senior Series 2018 Certificate, the Junior Series
2018 Certificate or this Official Statement. A glossary of certain terms used in this Official Statement and the First
Bond Resolution and the Second Bond Resolution is set forth in Appendix B under “Certain Definitions.”

Proceeds of the Senior Series 201 BA Bonds will be used to: (i) fund the cost of certain additions and
improvements to the wastewater system owned by the City and County and (ii) pay the costs of issuance of such
Bonds. Proceeds of the Senior Series 2018B Bonds will be used to: (i) advance refund certain otitstanding bonds
previously issued by the City and County pursuant to the First Bond Resolution and (ii) pay the costs of issuance of
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such Bonds. Proceeds of the Senior Series 2018C Bonds and the Senior Series 2018D Bonds will be used to: (I)
advance refund on a crossover basis certain outstanding bonds previously issued by the City and County pursuant to
the First Bond Resolution and (ii) pay the costs of issuance of such Bonds.

Proceeds of the Junior Series 2018 Bonds will be used to: (i) refund certain outstanding bonds
previously issued by the City and County pursuant to the Second Bond Resolution and (H) pay the costs of issuance
of such Bonds. See “ESTIMATED SOURCES AND USES OF PROCEEDS” below.

The Senior Series 2018 Bonds are the 24”, 25”, 26th and 27~’ series of bonds (each a “Series” and
collectively the “Senior Bonds”) issued under and pursuant to the First Bond Resolution and will be secured by and
entitled to the protection of the First Bond Resolution on a parity with all Senior Bonds heretofore issued and to be
hereafter issued under and pursuant to the First Bond Resolution. The Senior Series 2018 Bonds are limited special
obligations of the City and County payable solely from, and secured solely by a pledge of; the Net Revenues, proceeds
of Senior Series 2018 Bonds held or set aside under the First Bond Resolution, and certain funds and accounts
established by the First Bond Resolution. Such pledge of the Net Revenues is senior and superior to any pledge of
the Net Revenues to secure obligations issued under any other bond resolution, including the Second Bond Resolution.

Prior to July I, 2020 (the “Crossover Date”), the Senior Series 201 8C Bonds and the Senior Series
2018D Bonds will be additionally secured by and payable from the proceeds of such Bonds deposited into an escrow
established therefor.

The Junior Series 2018 Bonds is the 0~ series ofbonds (each a “Series” and collectively the “Junior
Bonds”) issued under and pursuant to the Second Bond Resolution and will be secured by and entitled to the protection
of the Second Bond Resolution on a parity with all Junior Bonds heretofore issued and to be hereafter issued under
and pursuant to the Second Bond Resolulion. The Senior Bonds and the Junior Bonds are collectively referred to as
the “Bonds.” The Junior Series 2018 Bonds are limited special obligations of the City and County payable solely
from, and secured solely by a pledge of, the Net Revenues, proceeds of Junior Series 2018 Bonds held or set aside
under the Second Bond Resolution, and certain funds and accounts established by the Second Bond Resolution. Such
pledge of the Net Revenues isjunior in priority to the pledge of the Net Revenues to secure obligations issued under
the First Bond Resolution, but senior in priority to the pledge of the Net Revenues to secure the Department’s
outstanding State Revolving Fund loans and any reimbursable general obligation bonds issued by the City and County
for the benefit of the Department. See “SECURITY FOR THE BONDS.”

As of July I, 2017, the City and County had $1,536,005,000 principal amount of Senior Bonds
outstanding. As of such date, the City and County also had $326,175,695 principal amount of Junior Bonds
outstanding. The Junior Bonds, together with the Department’s outstanding State Revolving Fund loans, are
considered to be Subordinate Obligations forpurposes of the Bond Resolution. All outstanding Senior Bonds and
Subordinate Obligations are fixed rate obligations. See “DEBT AND FINANCIAL POLICIES AND
INDEBTEDNESS — Indebtedness” herein.

The Department ofEnvironmental Services (the “Department”) was created on July I, 1998, as part
of a city—wide reorganization. The Department has the full and complete nuthority to manage, control and operate the
Wastewater System owned or managed and under the jurisdiction of the City and County, including all materials,
supplies, equipment and properties used or useful in connection with the Wastewater System. Previously, the
Department of Wastewater Management, created by a City Charter change effective July I, 1993, provided operation,
maintenance, planning, design and construction ofwastewater facilities in the City and County. The City Charter and
Chapter 49, Hawaii Revised Statutes (the “Act”) empower the City and County to issue revenue bonds in its name for
the purposes of the Wastewater System. See “THE CITY AND COUNTY AND THE DEPARTMENT.”

As ofJune 30, 2017, the Wastewater System serviced approximately 147,000 separate accounts and
a population of approximately 780,000, which is approximately 79% of the total population of the City and County
based on the 2016 data book. The service area covers nearly 600 square miles. The customer base includes the
residential population, business and industrial users, and other users located in the service area. Of the approximately
147,000 accounts, approximately 138,610 are residential, which generate approximately 69.0% of the total revenue
from sewer service charges, and the remaining approximately 8,390 accounts are non-residential, which generate
approximately 31,0% of the total revenue from sewer service charges. In the Fiscal Year ended June 30, 2017, the
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average total volume of wastewater processed by the Wastewater System was approximately 116.94 million gallons
per day (“MGD”), an increase of 3.5% from Fiscal Year 2016. See “THE WASTEWATER SYSTEM.”

In June 2011, the City and County adopted a rate ordinance providing for increases in wastewater
rates and future rate adjustments over the six—year period from July 1,2011, through June 30, 2017. In May 2012, the
City and County adopted Ordinance No, 12-7 providing for structural, but revenue neutral, changes to wastewater
rates effective from July 1,2012 through June 30,2017. See “CERTAIN FINANCIAL OPERATIONS AND OTHER
INFORMATION AND STATISTICS—Rates and Charges.”

The Department is currently undertaking a capital improvement program adopted by the Department
and approved by the City Council (the “201 8-2023 Capital Improvement Program”). The 2018-2023 Capital
Improvement Program is projected to cost approximately S,,,,,,,,, billion (in inflated dollars, Le., adjusted from 2017
dollars) and is being undertaken for the purposes, among others, of meeting the requirements of certain consent
decrees, permits, or administrative orders entered into by the Department with Federal and State regulatory bodies and
reliably serving projected growth in the number of customers served by the ~Vaste~vater System. The 2018-2023
Capital Improvement Program is part of the Department’s 2011-2030 twenty-year capital improvement program (the
“2011-2030 Capital Improvement Program”). The 2011-2030 Capital Improvement Program is projected to cost
approximately S_billion (in inflated dollars) and has been undertaken for the same basic purposes as the 2018-2023
Capital Improvement Program. The cost of the 2011-2030 Capital Improvement Program, including the 20 18-2023
Capital Improvement Program, is expected to be financed primarily from: (i) proceeds of Senior Bonds and
Subordinate Obligations (including Clean Water State Revolving Fund loans) previously issued and currently
available, (ii) proceeds of additional Senior or Junior Bonds (including the Series 2018A Bonds) and Subordinate
Obligations (currently expected to consist primarily of Clean Water State Revolving Fund loans) to be issued in the
fliture, (Hi) Net Revenues ofthe Wastewater System, and (iv) Wastewaler System Facilities Charges. See “CAPITAL
IMPROVEMENT PROGRAM.”

Pursuant to the Act and the City Charter, the City Council has the power to impose, prescribe and
collect rates, rentals, fees or charges for the use and services o1 and the facilities furnished by, the Wastewater System
so that the Wastewaler System will be and remain self-sustaining. The rates, rentals, fees or charges imposed and
prescribed are required to produce revenues which will be at least sufficient to pay debt service on all revenue bonds
issued for the purposes of the Wastewater System, including the Senior Bonds and the Subordinate Obligations,
including Junior Bonds, to provide reserves therefor, to pay the costs of operation, maintenance and repair of the
Wastewater System, and to carry out the covenants of all resolutions authorizing the issuance of revenue bonds for
the purposes of the Wastewater System, including the First Bond Resolution and the Second Bond Resolution. The
rates and charges fixed and imposed by the City Council are not subject to approval by any federal or state regulatory
bodies. See discussion under “HISTORICAL AND PROJECTED REVENUES, EXPENSES AND COVERAGES.”
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Pius Net Original Issue

Premium.
Release ol Debt Service
Reserve Fund’ .

Total Sources of
Funds

Uses of Funds:
Project

Fund
Deposit to Escrow

Fund,
Costs or

Issuance’
Additional Proceeds
Total Uses of Itiiids

S $ $ S $
S

S $ S. $ $

S S $ $ S

‘Senior Common Debt Sen’ice Reserve Fn,,tI Release.
f’raceertr ofSenior Series 201813 Bonds, Senior Series 2018C Ranch. Senior Series 2OISD Bonds and Junior Series 2018,1 Bonds to be

deposited 111,0 the Escrn,, Fz~ndfor application as described inider “P/a,, of R~flarding” below,

hichedes Undeniriters ‘discount and other legal and financial costs incurred in connection irflh the issuance turd deliven’ of the Bo,,ds.

l’l:i n uI Refunding

The Senior Series B Bonds (the “Advance Refunding Bonds”) are being issued to advance refund
certain of the City and County’s outstanding Senior Bonds previously issued by the City and County under the First
Bond Resolution, as identified in the table below (the “Advance Refunded Bonds”). The Senior Series C Bonds and
the Senior Series D Bonds (collectively, the “Crossover Refunding Bonds”) are being issued to refund, on a crossover
basis, certain of the City and County’s outstanding Senior Bonds previously issued by the City and County under the
First Bond Resolution, as identified in the table below (the “Crossover Refunded Bonds, and together with the
Advance Refunded Bonds, (he “Senior Refunded Bonds”). Subject to final determination in connection with the
pricing of the Senior Series 2018 Bonds, the City and County has identified the bonds set ibrth below as potential
reftindina candidates under the First Bond Resolution. The Senior Refunded Bonds will be selected based upon market
conditions, bond structure or other factors at the time of pricing and the City and County’s internal policies for issuing
refunding bonds. These policies generally require, among other things, that the refunding generate sufficient present
value savings, net of costs of issuance, as a percentage of the principal amount of bonds refunded and that the debt
service savings from each maturity to be refunded be analyzed on an individunl basis. Selection of the Senior
Refunded Bonds is at the sole and absolute discretion of the City and County.

Senior Refunded Bonds’

Preliminan’, subject to change.
Copyright. American Bankers Association. CUSIP data provided by Standard & Poors CbS/P Service Bureau, a division of 77w AlcGrau’-h’iIl

Companies. Inc. This data is ~yor insci re/ed to create a database and does not sen’e üz any war as a .cubstiture for the CUSIP Sen’ice. CUSIP

ESii~1A’l’ED SOURCES .~~Sl) USES OF l’ROCEEDS

The estimated sources and uses of the proceeds of the Series 2018 Bond5 are set forth below:

Senior Junior
Series Series

___________________________________________ 20180 20t84
$ S

Senior Senior Senior
Series Series Series

SourcesofFunds 2018A 2OtSB 20t8C
Par Amount of $ $

Bonds $

Total
$

Series
Maturity
(July 1)

Principal Amount
Refunded Interest Rote

CIJSII’
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The Junior Series A Bonds are being issued to advance refund certain of the City and County’s
outstanding Junior Bonds previously issued by the City and County under the Second Bond Resolution, as identified
in the table below (the “Junior Refunded Bonds,” and together with the Senior Refunded Bonds, the “Refunded
Bonds”). Subject to final determination in connection with the pricing ofthe Junior Series 2018 Bonds, the City and
County has identified the bonds set forth below as potential refunding candidates under the Second Bond Resolution.
The Junior Refunded Bonds will be selected based upon market conditions, bond structure or other factors at the time
of pricing and the City and County’s internal policies for issuing refunding bonds. These policies generally require,
among other things, that the refunding generate sufficient present value savings, net of costs of issuance, as a
percentage of the principal amount of bonds refunded and that the debt service savings from each maturity to be
refunded be analyzed on an individual basis. Selection of the Junior Refunded Bonds is at the sole and absolute
discretion of the City and County.

Junior Refunded Bonds*

Maturity Principal Amount CUSIP
Series (July 1) Refunded Interest Rate ________

Upon the issuance of the Series 2018 Bonds, a portion of the proceeds of the Advance Refunding
Bonds, the Crossover Refunding Bonds and the Junior Refunding Bonds will be deposited into three escrow funds
(the “Advance Refunding Escrow Fund,” the “Crossover Refunding Escrow Fund,” and the “Junior Refunding Escrow
Fund,” respectively, and collectively, the “Escrow Funds”) to be established with U.S. Bank National Association, as
escrow agent (the “Escrow Agent”), for the respective purposes of (i) effecting the advance refunding of the Advance
Refunded Bonds, (ii) effecting the crossover refunding of the Crossover Refunded Bonds, and (iii) effecting the
advance reftinding of the Junior Refunded Bonds. Pending application, moneys deposited in the Escrow Funds will
be invested in noncallable direct obligations of the United States (the “Escrow Securities”) which, together with cash
held uninvested in the Escrow Funds, will be sufficient without reinvestment to pay, and will be applied (i) in the case
of the Advance Refunding Escrow Fund, to pay the principal of, premium, if any, and interest on the Advance
Refunded Bonds, (ii) in the case of the Crossover Refunding Escrow Fund, to pay the interest coming due on the
Crossover Refunded Bonds to and including the Crossover Date and, on such date, to redeem all Crossover Refunded
Bonds then outstanding, and (iii) in the case of the Junior Refunding Escrow Fund, to pay the principal of, premium,
if any, and interest on the Junior Refunded Bonds. The maturing principal of and interest on the Escrow Securities
and cash held in the Escrow Funds, in the amounts needed for the foregoing purposes, are pledged solely for the
benefit of the holders of the Advance Refunded Bonds, the Crossover RefUnding Bonds, the Crossover Refunded
Bonds and the Junior Refunded Bonds, respectively. The Escrow Securities will be purchased from the Treasury
Department ofthe United States of America or in the open market, in either case at interest rates and prices which will
cause the yield thereon, comptited in accordance with the provisions of Section 148 of the Internal Revenue Code of
1986, as amended (the “Code”), not to exceed the applicable yield permitted by such provisions. See
“VERiFICATION.”

numbers ~;‘• pro vtdedJbr conve,;ienc~’ ofreference oizij~ Neither the City and Co;u;i; nor/he Unde,,i’riters takes any resposisibi iitvfor the accuracy
oJsucls weathers
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TIlE SERIES 2018 BONDS

c;encr:iI

The Senior Series 2018 Bondc and the Junior Series 2018 Bonds are secured by and issued pursuant
to separatc resolutions, issuance cciijficates and other proceedings. The sununaty set forth below Li presented in a
consolidated mannerfor convenience.

The Series 2018 Bonds will be dated as ofthe date of their issuance and will bear interest at the rates
and mature on the dates and in the principal amounts set forth on the inside cover page of this Official Statement. The
Series 2018 Bonds will be issued in minimum denominations of S5,000 principal amount. Interest will accrue on the
Series 2018 Bonds from the date of their issuance and will be due and payable semiannually on January I and July I
of each year, commencing July 1,2018. The Directorof Budget and Fiscal Services of the City and County will serve
as the initial Paying Agent for the Series 2018 Bonds.

The Series 2018 Bonds, when issued, will be registered in the name of Cede & Co., as nominee of
The Depository Trust Company (“DTC”), New York, New York, which will act as securities depository for the Series
2018 Bonds (together with its successors, if any, in such capacity, the “Securities Depository”). So long as the
Securities Depository or its nominee is the registered owner of the Series 2018 Bonds, individual purchases of the
Series 2018 Bonds will be made in book-entry form only (the “Book-Entry System”), in authorized denominations of
$5,000 or integral multiples thereof Purchasers will not receive certificates representing their interest in the Series
2018 Bonds. Principal ofand interest on the Series 2018 Bonds will be paid to the Securities Depository, which will
in turn remit such principal and interest to its Direct Participants (as defined in Appendix C), for subsequent
distribution to Indirect Participants (as defined in Appendix C) and Beneficial Owners (as defined in Appendix C) of
the Series 2018 Bonds. The Series 2018 Bonds may be transferred or exchanged in (lie manner described in the Series
2018 Bonds and as referenced in accompanying proceedings of the City and County. See Appendix C, “Book-Entry
System” for certain information regarding the Book-Entry System maintained by DTC, as Security Depository.

\ lanlntorv Retlemplion

The Series 2018 Bonds identified below are also subject to redemption prior to maturity, in part, on
each of the dates and in the respective principal amounts set forth below, at a Redemption Price of 100% of the
principal amount thereof, plus accrued interest to the date of redemption, from mandatory Sinking Fund Installments
which are required to be made in amounts sufficient to redeem the principal amount of Series 2018 Bonds specified
for July 1 of each of the years shown below:

Senior Series 2018A Bonds
Maturing July 1, 20_

Year Principal
(July I) Amount

Pizza? ~Iiuztrny.
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Senior Series 2018B Bonds
Maturing July 1, 20_

Year Principal
(July I Amount

Final Maturity

Senior Series 2018C Bonds
Maturing July 1, 20_

Year Principal
(July I) Amount

• Fi,:aI 1i!aiurizjt

Senior Series 2018D Bands
Maturing July I, 20_

Year Principal
(July I) Amount

• Final sikiturity.

Junior Series 2018A Bonds
Maturing July 1, 20_

\‘ear Principal
(July Ii Amount

• Fins,! A laturity.
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Optional Redemption

The Senior Series 2018 Bonds maturing on and after July 1,20 are subject to redemption prior to
the stated maturity thereof at the option of the City and County on or after July 1, 20, in whole or in part at any
time, from any maturities selected by the City and County (in its sole discretion), at a redemption price equal to 100%
oftite principal amount of the Bonds or portions thereofto be redeemed plus accrued interest to the date of redemption.

The Senior Series 201 SD Bonds and Junior Series 201 BA Bonds maturing on or before July I, 20_
are subject to redemption prior to their stated maturities at the option of the City and County, in whole or in part (and
if in part on a pro rata basis), on any date, at a redemption price (the “Make-~Vhole Premium”) equal to the greater of:

(I) 100% of the principal amount of the Senior Series 201 RD Bonds or Junior Series 20 IRA Bonds to
be redeemed; or

(2) the sum of the present value of the remaining scheduled payments of principal and interest to the
maturity date of such Senior Series 2018D Bonds or Junior Series 2018A Bonds to be redeemed, not including any
portion of those payments of interest accrued and unpaid as of the date on which such Senior Series 2018D Bonds or
Junior Series 2018A Bonds are to be redeemed, discounted to the date on which such Senior Series 2OlBD Bonds or
Junior Series 201 BA Bonds are to be redeemed on a semi-annual basis, assuming a 360-day year consisting of twelve
30-day months, at (he Comparable Treasury Yield (defined below) plus — basis points with respect to the Senior
Series 201 SD Bonds or Junior Series 201 BA Bonds;

plus, in each case, accrued interest on such Senior Series 201 SD Bonds or Junior Series 20) BA Bonds to be
redeemed to the redemption date.

For purposes of calculating the Make-Whole Premium with respect to the optional make-whole
redemption of the Senior Series 201 SD Bonds or Junior Series 201 SA Bonds, the following terms shall have the
following meanings:

“Calculation Agent” means a commercial bank or an investment banking institution of national
standing that is a primary dealer or United States government securities in the United States and designated by the
State (which may be one of the institutions that served as underwriters for the Senior Series 2018D Bonds and the
Junior Series 201 SA Bonds).

“Comparable Treasury Issue” means the United States Treasury security selected by the Calculation
Agent as having a maturity comparable to the remaining term to maturity of the Senior Series 20180 Bond orJunior
Series 201 BA Bond being redeemed that would be utilized, at the time of selection and in accordance with customary
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the remain ing term to
maturity of the Senior Series 201 SD Bonds or Junior Series 201 BA Bonds being redeemed.

“Comparable Treasury Price” means, with respect to any date on which a Senior Series 201 SD Bond
or Junior Series 201 BA Bond or portion thereof is being redeemed, either: (a) the average of five Reference Treasury
Dealer quotations for the date fixed for redemption, after excluding the highest and lowest such quotations or (b) if
the Calculation Agent is unable to obtain five such quotations, the average of the quotations that are obtained. The
quotations will be the average, as determined by the Calculation Agent, of the bid and asked prices for the Comparable
Treasury Issue (expressed in each case as a percentage of principal amount) quoted in writing to the Calculation Agent,
at 5:00 p.m. New York City time at least three business days but no more than 20 business days preceding the date
fixed for redemption.

“Comparable Treasury Yield” means the yield that represents the weekly average yield to maturity
for the preceding week appearing in the most recently published statistical release designated “H.l5(519) Selected
Interest Rates” under the heading “Treasury Constant Maturities,” or any successor publication selected by the
Calculation Agent that is published weekly by the Board of Governors of the Federal Reserve System and that
establishes yields on actively traded United States Treasury securities adjusted to constant maturity, for the maturity
corresponding to the remaining term to maturity of the Senior Series 201 SD Bond or Junior Series 201 BA Bonds Bond
being redeemed. The Comparable Treasury Yield will be determined at least three business days but no more than 20
business days preceding the date fixed for redemption. If the H. 15(519) statistical release sets forth a weekly average
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yield for United States Treasury securities that have a constant maturity that is the same as the remaining term to
maturity of the Senior Series 201 SD Bonds or Junior Series 201 BA Bonds being redeemed, then the Comparable
Treasury Yield will be equal to such weekly average yield. In all other cases, the Comparable Treasury Yield will be
calculated by interpolation on a straight-line basis, between the weekly average yields on the United States Treasury
securities that have a constant maturity: (i) closest to and greater than the remaining term to maturity of the Senior
Series 201 SD Bonds or Junior Series 201 SA Bonds being redeemed; and (ii) closest to and less than the remaining
term to maturity of the Senior Series 201 SD Bonds or Junior Series 201 BA Bonds being redeemed. Any weekly
average yields calculated by interpolation will be rounded to the nearest 11100th of 1%, with any figure of 1/200” of
1% or above being rounded upward. 11 and only if, weekly average yields for United States Treasury securities for
the preceding week are not available in the H.l5(519) statistical release or any successor publication, then the
Comparable Treasury Yield ‘viii be the rate of interest per annum equal to the semiannual equivalent yield to maturity
of the Comparable Treasury Issue (expressed as a percentage of its principal amount) equal to the Comparable
Treasury Price (each as defined herein) as of the date fixed for redemption.

“Reference Treasury Dealer” means a primary dealer of United States Government securities in the
United States (which may be one of the institutions that served as underwriters for the Taxable Bonds) appointed by
the State and reasonably acceptable to the Calculation Agent.

Selection for Redemption

If less than all of the Series 2018 Bonds ofa series are called for redemption, the City and County
will designate the maturities front which the Series 2018 Bonds of such series are to be redeemed. For so long as the
Series 2018 Bonds are registered in book-entry form and DTC or a successor securities depository is the sole registered
owner of such Series 2018 Bonds, if fewer than all of the Series 2018 Bonds of the same maturity and bearing the
same interest rate are to be redeemed, the particular Series 2018 Bonds to be redeemed shall be selected: (i) by lot, in
the case of the Senior Series 201 BA Bonds, Senior Series 201 SB Bonds or Senior Series 201 BC Bonds, and (ii) on a
pro rata pass-through distribution of principal basis in accordance with DTC procedures, in the case of the Senior
Series 201 SD Bonds or Junior Series 201 BA Bonds; provided that, so long as the Series 201$ Bonds are held in book-
entry form, the selection for redemption ofthe Senior Series 201 SD Bonds or Junior Series 201 BA Bonds will be made
in accordance with the operational arrangements of DTC then in effect, and if the DTC operational arrangements do
not allow for redemption on a pro rata pass-through distribution of principal basis, all Senior Series 201 SD Bonds or
Junior Series 201 BA Bonds will be selected for redemption in accordance with DTC procedures by lot; provided
further that any such redemption must be performed such that all Bonds remaining outstanding will be in authorized
denominations. See Appendix C, “Book-Entry System.”

In connection with any repayment of principal of the Senior Series 2OlSD Bonds or Junior Series
2018.4 Bonds, including payments of scheduled mandatory sinking lund payments, the Registrar will direct DTC to
make a pass-through distribution of principal to the owners of the Senior Series 201 SD Bonds or Junior Series 201 BA
Bonds. A form of Pro Rata Pass-Through Distribution of Principal Notice will be provided to the Registrar that
includes a table of factors reflecting the relevant scheduled redemption payments, based on the current schedule of
mandatory sinking fund payments, which is subject to change upon certain optional redemptions, and DTC’s currently
applicable procedures, which are subject to change.

For purposes of calculating pro rata pass-through distributions olprincipal, “pro rata” means, for
any amount of principal or interest to be paid, the application of a fraction to such amounts where (a) the numerator
is equal to the amount due to the owners ofthe Senior Series 201 SD Bonds orJunior Series 201 BA Bonds on a payment
date and (b) the denominator is equal to the total original par amount of the Senior Series 201 SD Bonds or Junior
Series 201 BA Bonds.

It is the City and County’s intent that redemption allocations made by DTC with respect to the
Senior Series 2018D Bonds and the Junior Series 2018A Bonds be made on a pro rata pass-through distribution of
principal basis as described above. However, neither the City and County nor the Underwriters can provide any
assurance that DTC, DTC’s direct and indirect participants, or any other intermediary will allocate the redemption of
these Bonds on such basis.

If the Series 2018 Bonds are not registered in book-entry form and if fewer than all of the Series
2018 Bonds of the same maturity and bearing the same interest rate are to be redeemed, the particular Senior Series
201 SD Bonds or Junior Series 201 BA Bonds of such maturity and bearing such interest rate to be redeemed will be
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selected on a pro ram basis, and the particular Senior Series 2018A Bonds, Senior Series 20188 Bonds or Senior
Series 201 8C Bonds maturing on or after July l,_, of such maturity and bearing such interest rate to be redeemed
~vilI be selected by lot, provided that any such redemption must be performed such that al I Series 2018 Bonds
remaining outstanding will be in authorized denominations.

Not CC Of Reilerupt wit

Notice of redemption of any Series 2018 Bond is required to be mailed not less than 30 days prior
to the redemption date to the holder of such Series 2018 Bond at its address as it appears on the registry books kept
pursuant to the provisions of the Bond Resolution. Notice of redemption of Series 2018 Bonds will be given by the
Paying Agent.

Each notice of redemption is required to state: (i) the title of the Series 2018 Bonds to be redeemed,
the subseries designation thereof (if any), the redemption date, the place or places of redemption and the redemption
price payable upon such redemption; (ii) if less titan all the Series 2018 Bonds are to be redeemed, the distinctive
number of the Series 2018 Bonds to be redeemed, (iii) that the interest on the Series 2018 Bonds, or on the principal
amount thereof to be redeemed, designated for redemption in such notice shall cease to accrue from and after such
redemption date; and (iv) that on such dale there will become due and payable on each such Series 2018 Bond the
principal amount thereof to be redeemed at the then applicable redemption price and the interest accrued on such
principal amount to the redemption date, Each notice of redemption mailed to the holder ofa Series 2018 Bond to be
redeemed must, if less than the entire principal sum thereof is to be redeemed, also state the principal amount thereof
to be redeemed and, if less than the entire principal sum ofa Series 2018 Bond all of the principal of which matures
on the same day is called for redemption, that such Series 2018 Bond must be surrendered to the Paying Agent in
exchange for the payment of the principal amount thereofto be redeemed and the issuance of a new Series 2018 Bond
or Bonds equaling in principal amount that portion of the principal sum not to be redeemed of the Series 2018 Bond
to be surrendered.

Any notice of optional redemption may state that such redemption may be conditional upon the
receipt by the Paying Agent on the date fixed for redemption of moneys sufficient to pay in full the redemption price
of the Series 2018 Bonds proposed to be redeemed. If the notice contains such condition, and moneys sufficient to
pay in full the redemption price of the Series 2018 Bonds proposed to be redeemed shall not be received on or prior
to the date fixed for redemption, such notice of redemption shall be null and void and ofno force and effect, the City
and County shall not redeem or be obligated to redeem any Series 2018 Bonds, and the Paying Agent at the City and
County’s direction shall give notice, in the same manner as notice of redemption is given, that nioneys sufficient to
pay in full the redemption price of the Series 2018 Bonds proposed to be redeemed were not received on or prior to
the date fixed for redemption and such redemption did not occur. in the event ofthe failure to redeem, all Series 2018
Bonds surrendered for redemption shall be promptly returned to the holder or holders by the Paying Agent.

For so long as a book-entry only system is in effect with respect to the Series 2018 Bonds, notice of
redemption, or notice of rescission of any conditional notice of redemption, of Series 2018 Bonds to be redeemed is
to be mailed by the Paying Agent to the Securities Depository or its nominee. Any failure ofthe Securities Depository
or of its nominee, or of a direct or indirect participant, to notify a beneficial owner of Series 2018 Bonds of any
redemption will not affect the sufficiency or validity ofthe redemption of the Series 2018 Bonds to be redeemed. See

Book-Entry System” below for a description of the book-entry only system. Neither the City and County nor the
Paying Agent can give any assurance that the Securities Depository, or direct or indirect participants, will distribute
such redemption notices to the beneficial owners of the Series 2018 Bonds, or that they will do so on a timely basis.

SECt Rll~ FOR ‘11W BONDS

General

The Bonds issued under and pursuant to the First Bond Resolution and the Second Bond Resolution,
including the Senior Series 2018 Bonds and Junior Series 2018 Bonds, respectively, are limited special obligations of
the City and County. Pursuant to the respective Bond Resolutions as further described below, the Senior Bonds are
equally and ratably payable and secured under the First Bond Resolution, and the Junior Bonds are equally and ratably
payable and secured under the Second Bond Resolution, except that the City and County has reserved the right under
each Bond Resolution to afford a particular Series of Bonds additional or different security through a Support Facility,
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escrow funds, or the establishment of separate funds and accounts with respect toa particular Series of Bonds funded
from sources other than the Net Revenues. As discussed further below, the Senior Series 2018 Bonds are limited
special obligations of the City and County payable solely from, and secured solely by a pledge of, the Net Revenues,
proceeds of Senior Series 2018 Bonds held or set aside under the First Bond Resolution, and certain funds and accounts
established by the First Bond Resolution. Such pledge of the Net Revenues is senior and superior to any pledge of
the Net Revenues to secure obligations issued under any other bond resolution, including the Second Bond Resolution.

Prior to the Crossover Date, the Senior Series 2018C Bonds and the Senior Series 2018D Bonds
will be additionally secured by and payable from the proceeds of such Bonds deposited into an escrow established
therefor.

The Junior Series 2018 Bonds are limited special obligations of the City and County payable solely
from, and secured solely by a pledge of, the Net Revenues, proceeds of Junior Series 2018 Bonds held or set aside
under the Second Bond Resolution, and certain funds and accounts established by the Second Bond Resolution. Such
pledge of the Net Revenues is junior in priority to the pledge of the Net Revenues lo secure obligations issued under
the First Bond Resolution, but senior in priority to the pledge of the Net Revenues to secure the Department’s
outstanding State Revolving Fund loans and any reimbursable general obligation bonds issued by the City and County
for the benefit of the Department.

Under the Bond Resolutions, Net Revenues means, with respect to any period, the Revenues during
such period less aniounLs required to pay Operation and Maintenance Expenses. Revenues means the moneys,
including any moneys collected from the City and County or any department thereof other than the Department,
derived by the Department from the rates, rentals, fees and charges prescribed for the use and services of, and the
facilities and commodities furnished by, the Wastewater System. Revenues include: (i) all income, receipts, profits,
and other moneys derived from the furnishing or supplying of the services, facilities and commodities through the
\Vastewater System; (ii) all income from investments of moneys held under the Bond Resolutions except the Rebate
Account, the Subordinate Obligation Account or the Reimbursable Obligation Account; (iii) all payments made by
Counterparties pursuant to Interest Rate Exchange Agreements; and (iv) moneys and Investment Securities transferred
from the Rate Stabilization Account to the Sewer Fund within ninety (90) days following the end of a Fiscal Year.
Certain items do not constitute Revenues under the Bond Resolutions, including certain deposits subject to refund,
certain contributions in-aid-of construction and assessment, impact and other similar fees imposed and collected by
the City and County, income, fees, charges, receipts, profits or other moneys derived by the Department from the
ownership or operation of any separate utility system, and certain gifts, grants and donations, moneys and Investment•
Securities transferred from the Sewer Fund to the Rate Stabilization Account within ninety (90) days following the
end of a Fiscal Year, or Wastewater System Facility Charges.

The pledge of the Net Revenues for the security and payment of the Senior Bonds under the First
Bond Resolution is superior to the pledge and security for Subordinate Obligations and Reimbursable Obligations
authorized to be issued pursuant to the First Bond Resolution. Subordinate Obligations are obligations of the City and
County that are payable from Net Revenues after payment of Senior Bonds, but before payment of Reimbursable
Obligations. The City and County’s outstanding Subordinate Obligations currently consist of the Junior Bonds,
including the Junior Series 2018 Bonds, and State Revolving Fund loans, which are secured by Net Revenues on a
basis that is junior in priority to the Junior Bonds. Reimbursable Obligations are general obligation bonds that are
payable from moneys in the City and County’s general fund, subject to reimbursement from Net Revenues after
payment of Senior Bonds and Subordinate Obligations. As shown in Table 21 below, as of July 1,2017, the City and
County had $000,000,000 principal amount of outstanding Subordinate Obligations (consisting of $000,000,000
Junior Bonds and $000,000,000 of State Revolving Fund loans) and S000,000 of outstanding Reimbursable
Obligations. The State Revolving Fund Loans are secured by a pledge of Net Revenues subordinate to the Senior
Bonds and the Junior Bonds. See “DEBT AND FINANCIAL POLICIES AND INDEBTEDNESS.”

The Senior Series 2018 Bonds will constitute Senior Bonds under the First Bond Resolution. The
Senior Series 2018 Bonds are the 24h, 25th, ,5th and 27h Series of Bonds to be issued under the First Bond Resolution.
The City and County expects to issue additional Bonds under the First Bond Resolution on a parity with the Senior
Series 2018 Bonds.

The Junior Series 2018 Bonds will constitute Junior Bonds under the Second Bond Resolution. The
Junior Series 2018 Bonds is the 10th Series of Bonds to be issued under the Second Bond Resolution. The City and
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County expects to issue additional Bonds under the Second Bond Resolution on a parity with the Junior Series 2018
Bonds.

The Series 2018 Bonds are not a general or moral obligation of the State of Hawaii or any
political subdivision thereof, including the City and County, and the faith and credit of the State of Hawaii or
any political subdivision thereof, including the City and County, are not pledged to the payment of the principal
or redemption price of or interest on the Series 2018 Bonds, and no holder of the Series 2018 Bonds shall have
the right to compel the exercise of the taxing power of the State of Hawaii or any political subdivision thereof,
including the City and County, in connection with any default with respect to the Series 2018 Bonds.

Funds and Accounts

The various funds and accounts established under or pledged by the Bond Resolutions, the flow of
Revenues through such funds and accounts, the rights and remedies of Bondholders under the Bond Resolutions and
other related matters are summarized in Appendix B, “Summary of Certain Provisions of the Bond Resolutions.”

First Bond Resohnion and Senior Bonds. The City and County has established the Sewer Fund by
ordinance. Revenues are deposited in the Sewer Fund. The First Bond Resolution establishes in the Sewer Fund a
Debt Service Account, a Rate Stabilization Account, akenewal and Replacement Account and a Wastewater General
Account, all of which are pledged as secLirity for the payment of debt service on all Senior Bonds subject to the terms
and provisions of and the exceptions provided in the First Bond Resolution. The First Bond Resolution also establishes
a Common Reserve Account in the Sewer Fund and perniits the establishment in the Sewer Fund of one or more
Separate Series Reserve Accounts. The Common Reserve Account is pledged as additional security for the payment
of debt service on the Senior Bonds of such Series designated by the City and County to be entitled to the benefit of
the Common Reserve Account. Ench Separate Series Reserve Account is pledged as additional security for the
payment ofdebt service on the Senior Bonds ofsuch individual Series designated by the City and County to be entitled
to the benefit of such Separate Series Reserve Account.

The debt service on and redemption price of the Senior Bonds are payable from the Debt Service
Account in the Sewer Fund. In the event ofa deficiency in the Debt Service Account, debt service on and redemption
price of particular Senior Bonds are payable from the Common Reserve Account or the Separate Series Reserve
Accounts, as applicable, but only if such Senior Bonds are entitled to the benefit of such reserve accounts.

It is the City and County’s practice to deposit and maintain moneys in the Sewer Fund in an amount
which is reasonable and necessary for working capital and reserves. The Rate Stabilization Account is to be used to
stabilize the rates and charges of the Wastewater System. The Rate Stabilization Account is to be maintained in an
amount as provided in the Annual Budget and is to be funded from: (i) Revenues but only after paying the Operation
and Maintenance Expenses and afler transferring required amounts to other funds and accounts as provided in the First
Bond Resolution, and (ii) transfers from the Wastewater General Account. In addition, federal interest subsidies
received with respect to the Senior Series 20098, 2009C, and 2OlOB Bonds, if any, will be deposited in the Rate
Stabilization Account and subsequently transferred to the Sewer Fund for so long as such Bonds remain outstanding.
The Renewal and Replacement Account is to be used to pay the costs of improvements to or reconstruction of the
Wastewater System, repairs, major or extraordinary repairs and renewals or replacements of the Wastewater System
and under certain conditions, as set forth in the First Bond Resolution, to meet deficiencies in the Debt Service
Account, the Common Reserve Account, Separate Series Reserve Accounts, if any, the Subordinate Obligation
Account and the Reimbursable Obligation Account, and will be maintained in an amount provided for in the Annual
Budget. The Wastewater General Account may be used for any lawful purpose of the City and County, including
funding of the Rate Stabilization Account, and under certain conditions, may be used to meet deficiencies in the Sewer
Fund, the Common Reserve Account, Separate Series Reserve Accounts, if any, the Renewal and Replacement
Account, the Rebate Account, the Subordinate Obligation Account and the Reimbursable Obligation Account.

The First Bond Resolution also establishes in the Sewer Fund a Rebate Account, a Subordinate
Obligation Account and a Reimbursable Obligation Account. Such accounts are not pledged as security for the Senior
Series 2018 Bonds, or any other Senior Bonds. The hinds in the Subordinate Obligation Account are to be used to
pay debt service on and redemption price of Subordinate Obligations, including the Junior Bonds, provide necessary
debt service reserves and other reserves and pay other costs related to Subordinate Obligations. The funds in the
Reimbursable Obligation Account are to reimburse the General Fund for payments of debt service on and redemption
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price of Reimbursable Obligations. The funds in the Rebate Account are to be used to pay required rebates to the
United States Treasury Department incurred in respect of the Bonds.

The First Bond Resolution also establishes in the Sewer Fund the Wastewater System Facility
Charge Account. Wastewatçr System Facility Charges collected by the Department are deposited in the Wastewater
System Facility Charge Account. The Wastewater System Facility Charge Account is pledged under the First Bond
Resolution as security for the payment of debt service on and redemption price of the Senior Bonds. 1-lowever, if any
amounts are used to pay debt service on or redemption price of the Senior Bonds, the Wastewater System Facility
Charge Account must be reimbursed from the Net Revenues with the priority set forth in the First Bond Resolution.
The Wastewater System Facility Charges are not considered to be Revenues under the First Bond Resolution.

The City and County has also established by ordinance the Improvement Fund. The First Bond
Resolution establishes in the Improvement Fund an Improvement Account and permits the establishment within the
Improvement Account of one or more Series Improvements Subaccounts and one or more Series Improvement Interest
Subaccounts. Proceeds of Senior Bonds issued under the First Bond Resolution are to be deposited in the Improvement
Account or a Series Improvement Subaccount pending application to pay the Costs of Improvements. Proceeds of
Senior Bonds issued under the First Bond Resolution which are to be used to pay capitalized interest on the Senior
Bonds ofa Series during the period ofconstruction ofan improvement and for six months thereafter must be deposited
in a Series Improvement Interest Subaccount. The Improvement Account, each Series Improvement Subaccount and
each Series Improvement Interest Subaccount (but not the Improvement Fund) are pledged under the First Bond
Resolution as security for the payment of debt service on and redeniption price of the Senior Bonds.

Second Bond Resoltuion and Junior Bonds. The City and County has established the Sewer Fund
by ordinance. Revenues are deposited in the Sewer Fund. The First Bond Resolution establishes various accounts in
the Sewer Fund, none of which except the Subordinate Obligation Account is pledged as security for the payment of
debt service on the Junior Bonds. Such pledge of the Subordinate Obligation Account is subject to the terms and
provisions of and the exceptions provided in the First Bond Resolution and the Second Bond Resolution. Under the
First Bond Resolution, the Department will, in each month, transfer from the Sewer Fund to the Subordinate
Obligation Account a sufficient amount required by the Bond Resolution to pay all accrued and unpaid amounts and
amounts to accrue and become payable during the succeeding calendar month which are payable from the Subordinate
Obligation Account, but only after: (i) making the transFer, if any, to the Wastewater System Facility Charge Account
ofall moneys received as Wastewater System Facility Charges, (ii) paying or setting aside a sufficient amount to pay
the Operating and Maintenance Expenses, (iii) making the transfer to the Rebate Account under the First Bond
Resolution, (iv) transferring a sufficient amount to the Debt Service Account under the First Bond Resolution to pay
debt service on First Resolution Obligations, (v) transferring a sufficient amount to the Common Reserve Account
and each Separate Series Reserve Account under the First Bond Resolution to eliminate any deficiency therein, and
(vi) maintaitiing in the Sewer Fund a reasonable and necessary amount for working capital and operating reserves.

The Second Bond Resolution establishes in the Subordinate Obligation Account a Debt Service
Subaccount. The Debt Service Subaccount is pledged as security for the payment ofdebt service on all Junior Bonds
subject to the terms and provisions of and the exceptions provided in the Second Bond Resolution. The Second Bond
Resolution also establishes a Common Reserve Subaccount in the Subordinate Obligation Accottnt and permits the
establishment in the Subordinate Obligation Account of one or more Separate Series Reserve Subaccounts. The
Common Reserve Subaccount is pledged as additional security for the payment of debt service on the Junior Bonds
of such Series designated by the City and County to be entitled to the benefit of the Common Reserve Subaccount.
Each Separate Series Reserve Subaccount is pledged as additional security for the payment of debt service on the
Junior Bonds ofsuch individual Series designated by the City and County to be entitled to the benefit ofsuch Separate
Series Reserve Subaccount.

The debt service on and redemption price of the Junior Bonds are payable from the Debt Sen’ice
Subaccount in the Subordinate Obligation Account. In the event oft deficiency in the Debt Service Subaccount, the
debt service on and redemption price of particular Junior Bonds are payable from the Common Reserve Subaccount
or the Separate Series Reserve Subaccounts, as applicable, but only if such Junior Bonds are entitled to the benefit of
such Reserve Subaccounts.

Under the First Bond Resolution, moneys deposited and retained in the Sewer Fund may be
maintained in an amount which is reasonable and necessary for working capital and reserves. The First Bond
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Resolution establishes, among other accounts, the Rate Stabilization Account, the Renewal and Replacement Account
and the Wastewater General Account. Such accounts are not pledged as security for the payment of debt service on
and redemption price of the Junior Bonds. However, moneys in such accounts may be transferred to the Subordinate
Obligation Account on the terms and conditions as provided in the First Bond Resolution. The Rate Stabilization
Account is to be used to stabilize the rates and charges of the Wastewater System. The Rate Stabilization Account is
to be maintained in an amount as provided in the Annual Budget and is to be funded as provided in the Annual Budget
from (i) the Revenues but only nfier paying the Operation and Maintenance Expenses and after transferring required
amounts to other funds and accounts as provided in the First Bond Resolution, and (ii) transfers from the Wastewater
General Account. The Renewal and Replacement Account is to be used to pay the costs of improvements to or
reconstruction of the Wastewater System, repairs, major or extraordinary repairs and renewals or replacements of the
Wastewater System and under certain conditions, as set forth in the Second Bond Resolution, to meet deficiencies in
the Debt Service Subaccount, the Common Reserve Account, Separate Series Reserve Accounts, if any, the
Subordinate Obligation Account, including the Debt Service Subaccount, the Common Reserve Subaccount and all
Separate Series Subaccounts, and the Reimbursable Obligation Account, and will be maintained in an amount
provided for in the Annual Budget. The \Vastewater General Account may be used for any lawful purpose ofthe City
and County, including funding of the Rate Stabilization Account, and under certain conditions, may be used to meet
deficiencies in the Sewer Fund, (lie Common Reserve Account, Separate Series Reserve Accounts, if any, the Renewal
and Replacement Account, the Rebate Account, the Subordinate Obligation Account and the Reimbursable Obligation
Account.

The Second Bond Resolution also establishes in the Subordinate Obligation Account a Rebate
Subaccount and a Third Lien Obligation Subaccount. Such accounts are not pledged as security for the Junior Series
2018 Bonds, or any other Junior Bonds. The funds in the Third Lien Obligation Subaccount are to be used to pay debt
service on and redemption price of Third Lien Obligations, provide necessary debt service reserves and other reserves
and pay other costs related to Third Lien Obligations. The fUnds in the Rebate Subaccount are to be used to pay
required rebates to the United States Treasury Department incurred in respect of the Junior Bonds.

l’he First Bond Resolution also establishes in the Sewer Fund, (lie \Vastewater System Facility
Charge Account. ~Vastewater System Facility Charges collected by the Department are deposited in the Wastewater
System Facility Charge Account. The Wastewaier System Facility Charge Account is pledged under the First Bond
Resolution as security for the payment of debt service on and redemption price of the First Resolution Obligations but
not for the Junior Bonds. Ifany amounts are used to pay the debt service on or redemption price of First Resolution
Obligations, the Wastewater System Facility Charge Account must be reimbursed from the Net Revenues with the
priority set forth in the First Bond Resolution. The ~Vastewater System Facility Charges are not considered to be
Revenues under the First Bond Resolution.

The City and County has also established by ordinance the Improvement Fund. The Second Bond
Resolution establishes in the Improvement Fund an Improvement Second Account and permits the establishment
within the Improvement Second Account of one or more Series Improvement Second Subaccounts and one or more
Series Improvement Second Interest Subaccounts. Proceeds of Junior Bonds issued under the Second Bond
Resolution are to be deposited in the Improvement Second Account or a Series Improvement Second Subaccount
pending application to pay the Costs of Improvements. Proceeds of Junior Bonds issued under the Second Bond
Resolution which are to be used to pay capitalized interest on the Junior Bonds of a Series during the period of
construction of an Improvement and for six months thereafter must be deposited in a Series Improvement Second
Interest Subaccount. The Improvement Second Account, each Series Improvement Second Subaccount and each
Series Improvement Second Interest Subaccount (but not the Improvement Fund) are pledged under the Second Bond
Resolution as security for the payment of debt service on and redemption price of the Junior Bonds.

Resen C ~CcI) tints

The First Bond Resolution and the Second Bond Resolution establish a Comtnon Reserve Account
and a Common Reserve Subaccount, respectively (and collectively, the “Common Reserves” or individually each a
“Common Reserve”) and authorize the establishment of Separate Series Reserve Accounts and Separate Series
Reserve Subaccounts, respectively (and collectively, the “Separate Series Reserves”) for Bonds that are not entitled
to the benefit of the Common Reserves. The Common Reserve Account (for Senior Bonds) and the Common Reserve
Subaeeount (for Junior Bonds) secure all applicable outstanding Senior Bonds and Junior Bonds except for
$194,775,000 principal amount of Senior Bonds issued in 2010 (the “Senior Series 2010 Bonds”), $165,640,000
principal amount of Senior Bonds issued in 2011 (the “Senior Series 2011 Bonds”), and $260,185,000 principal
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amount of Senior Bonds issued in 2012 (the “Senior Series 2012 Bonds”) each of which is secured by applicable
Separate Series Reserves. The $560,655,000 principal amount of Senior Bonds issued in 2015 (the “Senior Series
2015 Bonds”), $418,550,000 principal amount of Senior Bonds issued in 2016 (the “Senior Series 2016 Bonds”),
$138,275,000 principal amount of Junior Bonds issued in 2015 (the “Junior Series 2015 Bonds”) and $29,605,000
principal amount of Junior Bonds issued in 2016 (the “Junior Series 2016 Bonds”) are not secured by either a Common
Reserve Account, a Conimon Reserve Subaccount or a Separate Series Reserve Account. As of July 1,2017, the cash
balances in the Common Reserves and Separate Series Reserves were as follows:

Reserve Accounts Cash Balance
Coimuon Reserve Account:

Senior Bonds 533, 618,861
Common Reserve Subaccount:

Junior Bonds $28,015,500
Separate Series Reserve Accounts:

Senior Series 2010 Bonds $ 6,257,037
Senior Series 2011 Bonds 5,739,850
Senior Series 2012 Bonds 4,569,938

Total Reserve Funds $78,201,185

No Series 2018 Bonds will be secured by either Common Reserve or any Separate Series Reserves.
In addition due to the amount of Senior Bonds to be refunded by the Senior Series 2018 Bonds and reduction in Senior
Bonds debt service secured by the Common Reserve Account, the Department will release $ * from
the Common Reserve Account for the Senior Bonds. Due to the amount of Junior Bonds to be rerunded by the Junior
Series 2018 Bonds and reduction in debt service secured by the Common Reserve Subaccount for the Junior Bonds,
the Department will release $ ‘ from the Common Reserve Subaccount for the Junior Bonds.

Coniiiion Reser~ e .\ccuunt and Separate Series Resen e ~ceoimts i’ itli l{especi to the Senior tknicls

common Reseri’e Account. Under the First Bond Resolution, the City and County may designate
one or more Series of Bonds to be entitled to the benefit of the Common ReserveAccount. No Senior Series 2018
Bonds will be entitled to the benefit of the Common Reserve Account.

The moneys held in the Common Reserve Account are to be used to pay debt service on the Senior
Bonds entitled to the benefit of the Common Reserve Account in the event ofa deficiency in the Debt Service Account
to pay such debt service. The Common Reserve Account is to be maintained in an amount not less than the Common
Reserve Account Requirement. The Common Reserve Account Requirement is an amount that is equal to the greatest
amount of Aggregate Debt Service for the then current or any future Fiscal Year on all Outstanding Senior Bonds
entitled to the benefit of the Common Reserve Account; provided, however, that if upon the issuance of a Series of
Senior Bonds entitled to the benefit of the Common Reserve Account, such amount would require moneys credited to
the Common Reserve Account from the proceeds of such Senior Bonds in an amount in excess of the maximum
amount permitted under the Code, the Common Reserve Account Requirement will then be the Common Reserve
Account Requirement immediately preceding the issuance orsuch Senior Bonds and the maximum amount permitted
under the Code to be deposited from the proceeds of such Senior Bonds, as certified by an Authorized Officer. The
First Bond Resolution provides that the Aggregate Debt Service is to be computed with respect to each Variable Rate
Bond entitled to the benefit of the Common Reserve Account by using the Assumed Long-Term Fixed Rate.

Separate Series Reserve Accounts. The First Bond Resolution permits the establishment of a
Separate Series Reserve Account to provide additional security for the Senior Bonds of a Series which is not entitled
to the benefit of the Common Reserve Account. In the event of a deficiency in the Debt Service Account to pay debt
service on the Senior Bonds ofa Series entitled to the benefit ofa Separate Series Reserve Account, the amounts held
in such Separate Series Reserve Account are to be used exclusively to pay such debt service. The amount to be
maintained in any such Separate Series Reserve Account for a Series of Senior Bonds is to be determined at the time
such Senior Bonds are authorized or sold. The credit quality of a Support Facility to be deposited in any Separate
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Series Reserve Account for a Series of Senior Bonds is also to be determined at the time such Senior Bonds are
authorized or sold.

The Senior Series 2010 Bonds, Senior Series 2011 Bonds, and the Senior Series 2012 Bonds are
each secured by a Separate Series Reserve Account established for such Series of Senior Bonds. The amount required
to be maintained in each of these accounts is equal to 50% of the greatest annual Debt Service payable during any
Fiscal Year with respect to each such outstanding Series of Senior Bonds.

No Senior Series 2018 Bonds will be secured by a Separate Series Reserve Account.

Transfers to Reserve Accounts. The First Bond Resolution requires that in each month, after paying
and setting aside an amount sufficient to pay the Operation and Maintenance Expenses for such month, and after
transferring to the Debt Service Account an amount sufficient to pay debt service on the Senior Bonds to accrue in
such month, moneys in the Sewer Fund are to be transferred pro rata to the Common Reserve Account and each
Separate Series Reserve Account in such amounts as are required so that the balances in the Common Reserve Account
and each Separate Series Reserve Account are equal to their respective requirements, or at the election of the
Department, so that at least one-sixth of any deficiency in the Common Reserve Account or each Separate Series
Reserve Account is eliminated.

Common l{eser~ e Si mecotini with Respect In Ilic Junior Bonds

Conunon Resen’e Subaccount The Second Bond Resolution establishes a Common Reserve
Subaccount and authorizes the establishment of a Separate Series Reserve Subaccotint foriunior Bonds of any Series
not entitled to the benefit of the Common Reserve Subaccount. The Common Reserve Subaccount secures all Junior
Bonds previously issued and currently outstanding under the Second Bond Resolution. Under the Second Bond
Resolution, the City and County may designate one or more Series of Junior Bonds to be entitled to the benefit of the
Common Reserve Subaccount.

No Junior Series 2018 Bonds will be secured by the Common Reserve Subaccount or Separate
Series Reserve Subaccounts. The moneys held in the Common Reserve Subaccount are to be used to pay debt service
on the Junior Bonds entitled to the benefit of the Common Reserve Subaccount in the event ofa deficiency in the Debt
Service Subaccount to pay such debt service. The Common Reserve Subaccount is to be maintained in an amount not
less than the Common Reserve Subaccount Requirement. The Common Reserve Subaccount Requirement is an
amount that is equal to the greatest amount of Aggregate Debt Service for the then current or any future Fiscal Year
on all Outstanding Junior Bonds entitled to the benefit of the Common Reserve Subaccount; provided, however, that
if upon the issuance of a Series of Junior Bonds entitled to the benefit of the Common Reserve Subaccount, such
amount would require moneys credited to the Common Reserve Subaccount from the proceeds of such Junior Bonds
in an amount in excess of the maximum amount permitted under the Code, the Common Reserve Subaccount
Requirement will then be the Common Reserve Subaccount Requirement immediately preceding the issuance of such
Junior Bonds and the maximum amount permitted under the Code to be deposited from the proceeds of such Junior
Bonds, as certified by an Authorized Officer. The Second Bond Resolution provides that the Aggregate Debt Service
is to be computed with respect to each Variable Rate Bond entitled to the benefit of the Common Reserve Subaccount
by using the Assumed Long-Term Fixed Rate.

Separate Series Reserve Accounts. The Second Bond Resolution permits the establishment of a
Separate Series Reserve Account to provide additional security for the Junior Bonds of a Series which is not entitled
to the benefit of the Common Reserve Account.

No Junior Series 2018 Bonds will be secured by a Separate Series Reserve Account.

Transfers to Reserve SubaccounLt The Second Bond Resolution requires that in each month, after
transferring to the Debt Service Subaccount an amount sufficient to pay debt service on the Bonds to accrue in such
month, moneys in the Subordinate Obligation Account are to be transferred pro rata to the Common Reserve
Subaccount and each Separate Series Reserve Subaccount in such amounts as are required so that the balances in the
Common Reserve Subaccount and each Separate Series Reserve Subaccount are equal to their respective
requirements, or at the election of the Department, so that at least one-sixth of any deficiency in the Common Reserve
Subaccount or each Separate Series Reserve Subaccount is eliminated.
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Reserve ;~eeotitit Rcpl:ieenient Secu rities

In lieu of cash or securities, the First Bond Resolution and the Second Bond Resolution permit the
Department to satisfy the Common Reserve Account Requirement and the Common Reserve Subaccount
Requirement, respectively (in either case the “Applicable Common Reserve Requirement”), in part or in whole by
causing to be deposited into the applicable Common Reserve a Support Facility (which may be an irrevocable letter
of credit, surety bond, loan agreement, standby bond purchase agreement, or other agreement facility or insurance or
guaranty agreement issued by a bank or banks, or other financial institution or institutions, or any combination of the
foregoing) in an amount equal to the difference between the Applicable Common Reserve Requirement and the sums
then on deposit in the applicable Common Reserve, if any. The Support Facility must be payable (upon the giving of
notice as required thereunder) on or before any interest payment date on which moneys will be required to be
withdrawn from the applicable Common Reserve and applied to the payment of principal or redemption price of or
interest on any Senior Bonds oriunior Bonds, as applicable, and such withdrawal cannot be met by amounts on deposit
in the applicable Common Reserve or provided from any other available Fund under the First Resolution or the Second
Bond Resolution, as applicable. Any Support Facility deposited in a Common Reserve or the long-term debt of the
issuer of any Support Facility deposited in a Common Reserve must, in each case, be rated in the highest rating
category by each Rating Agency and, if rated by AM. Best & Company, must also be rated in the highest rating
category by A.M. Best & Company. In the event any Support Facility deposited in a Common Reserve or the long-
term debt of the issuer of any Support Facility deposited in a Common Reserve falls below the second highest rating
category of each Rating Agency, and A.M. Best & Company. if rated by A.tvI. Best & Company, the City and County
must, within 120 days, obtain a new Support Facility which, or which the long-term debt of the issuer of such new
Support Facility, is rated in the highest rating category of such rating agencies; provided, however, that if the new
Support Facility is not obtained within 120 days, the City and County must deposit in the applicable Common Reserve
Net Revenues in the amount provided in the First Bond Resolution or the Second Bond Resolution, as applicable. If
a disbursement is made pursuant to a Support Facility deposited in a Common Reserve, the City and County must:
first, reinstate the full amount of such Support Facility; and second, if necessary, deposit Net Revenues in such
Common Reserve in the amount of the disbursement made under such Stipport Facility, in either case such that the
amount in such Common Reserve Account will equal the Applicable Common Reserve Requirement within a period
of time not longer than would be required to restore such Common Reserve by application of moneys in the Sewer
Fund as required by the applicable Bond Resolution. The City and County may at any time deposit cash or Investment
Securities as replacement for one or more Support Facilities.

Rn Ic (us Cliii! t Wit Ii Respect In I he Senior Butids

The City and County is required by the First Bond Resolution, among other things, to fix, charge
and collect such rates and other charges as shall be required in order that in each Fiscal Year the Net Revenues shall
not be less than the Net Revenue Requirement for such Fiscal Year. The Net Revenue Requirement means with
respect to any Fiscal Year or any period, an amount equal to the greater of: (i) the sum of (a) the Aggregate Debt
Service in such Fiscal Year or such period and (b) the Required Deposits for such Fiscal Year or such period; or (ii)
1.20 times the Aggregate Debt Service in such Fiscal Year plus 1.00 times the aggregate Support Facility
Reimbursement Obligations outstanding as ofthe end of such Fiscal Year. Net Revenues means, with respect to any
period, the Revenues during such period less amounts required to pay Operation and Maintenance Expenses.
Aggregate Debt Service means, for any period and as of any date of computation, the sum of the’amounts of Debt
Service for such period with respect to all Series of Bonds. Support Facility Reimbursement Obligations are
obligations ofthe City and County to directly reimburse the Support Facility Providerofa Support Facility for amounts
paid thereunder or a Counterparty under an Interest Rate Exchange Agreement for amounts paid, whether or not such
obligation to reimburse is evidenced by a promissory note or similar instrument.

Failure by the City and County to comply with the foregoing rate covenant in any Fiscal Year will
not constitute an Event of Default under the First Bond Resolution so long as the City and County complies with the
provisions of the First Bond Resolution described below. Prior to the end of each Fiscal Year the Director of
Environmental Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental
Services is required by the First Bond Resolution to complete a review of the financial condition of the Departmeat
for the purpose of estimating whether the Net Revenues for such Fiscal Year and for the next succeeding Fiscal Year
will be sufficient to comply with the foregoing rate covenant and to make a written certification with respect to
compliance or noncompliance. Such review is to take into consideration the completion of any uncompleted
Improvements and the issuance of future Series of Senior Bonds if necessary to finance the completion of such
Improvements. Such written certification is to set forth a reasonably detailed statement of the actual and estimated
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Revenues, Operation and Maintenance Expenses, Aggregate Debt Service, and any other estimates or assumptions
upon which such determination was based, shall be filed with the City Clerk on or before July I in each year. If it is
determined in such written certification that the Revenues may not be so sufficient, the Director of Environmental
Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental Services must
forthwith make a study for the purpose of determining a schedule of fees, rates and charges which, in the opinion of
the Director of Environmental Services or the Director of Budget and Fiscal Services, will cause sufficient Revenues
to be collected in the following Fiscal Year to comply with such rate covenant, or the Director of Environmental
Services or the Director of Budget and Fiscal Services may elect to cause the Consulting Engineer to make such a
study and render such certification. The City Council, as promptly as practicable but no later than 120 days following
such determination by the Director of Environmental Services or the Director offludget and Fiscal Services, or receipt
of the Consulting Engineer’s recommendation, is required to adopt and place in effect a schedule of fees, rates and
charges as so determined or recommended. See “CERTAIN FINANCIAL, OPERATING AND OTHER
INFORMATION AND STATISTICS — Rates and Charges” for current sewer charges, “HiSTORICAL AND
PROJECTED REVENUES, EXPENSES AND COVERAGES” for a discussion of the Department’s projected rates,
revenues and expenses, and “TI-IE CITY AND COUNTY AND THE DEPARTMENT Purpose and Powers” for a
discussion of the rate making powers of the City Council.

Rnte (in en:int V. itli Respect to he ,Junior Bonds

The City and County is required by the Second Bond Resolution, among other things, to fix, charge
and collect such rates and other charges as shall be required in order that in each Fiscal Year the Net Revenues shall
not be less than the Net Revenue Requirement for such Fiscal Year. The Net Revenue Requirement means with
respect to ally Fiscal Year or any period, an amount equal to the greater of: (I) the sum of (a) the Aggregate Debt
Service tinder the First Bond Resolution and the Aggregate Debt Service in such Fiscal Year or such period and (b)
the Required Deposits for such Fiscal Year or such period; or (ii) 1.10 times the Aggregate Debt Service (as defined
in the First Bond Resolution) under the First Bond Resolution and LID times tile Aggregate Debt Service in such
Fiscal Year or such period pius 1.00 times the aggregate Support Facility Reimbursement Obligations outstanding as
of the end of such Fiscal Year or such period. Net Revenues means, with respect to any period, the Revenues during
such period less amounts required to pay Operation and Maintenance Expenses. Required Deposits means, for any
period: (i) the Required Deposits under the First Bond Resolution exclusive of transfers from the Sewer Fund to the
Subordinate Obligation Account; and (ii) the amounts, ifany, required: (a) to be paid into the Rebate Subaccount, the
Common Reserve Subaccount, each Separate Series Reserve Suhaccount, and the Third Lien Obligation Subaccount,
and (b) to pay Support Facility Reimbursenient Obligations. Required Deposits under the First Bond Resolution
means, for any period, the amounts, if any, required: (i) to be paid into the Common Reserve Account, each Separate
Series Reserve Account, tile Subordinate Obligation Account and the Reimbursable Obligation Account under the
First Bond Resolution; and (ii) to pay Support Facility Reimbursement Obligations under tile First Bond Resolution.
Aggregate Debt Service means, for any period and as of any date of computation, the sum of the amounts of Debt
Service for such period with respect to all Series of Junior Bonds or all First Resolution Obligations (which include
the Senior Bonds), as applicable. Support Facility Reimbursement Obligations are obligations ofthe City and County
to directly reimburse the Support Facility Provider ofa Support Facility for amounts paid thereunder or a Counterparty
under an Interest Rate Exchange Agreement for amounts paid, whether or not such obligation to reimburse is
evidenced by a promissory note or similar instrument.

Failure by tile City and County to comply with the foregoing rate covenant in any Fiscal Year will
not constitute an Event of Default under the Second Bond Resolution so long as the provisions of the Second Bond
Resolution described below are complied with. Prior to the end of each Fiscal Year the Director of Environmental
Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental Services is
required by the Second Bond Resolution to complete a review of the financial condition of the Department for the
purpose of estimating whether the Net Revenues for such Fiscal Year and for the nextsucceeding Fiscal Year will be
sufficient to comply with the foregoing rate covenant and to make a written certification with respect to compliance
or noncompliance. Such review is to take into consideration the completion of any uncompleted lmprdvements and
the issuance of future Series of Junior Bonds if necessary to finance the completion of such Improvements. Such
written certification is to set forth a reasonably detailed statement of the actual and estimated Revenues, Operation
and Maintenance Expenses, Aggregate Debt Service, and any other estimates or assumptions upon which such
determination was based, shall be filed with the City Clerk on or before July I in each year. lfit is determined in such
written certification that the Revenues may not be so sufficient, the Director of Environmental Services or the Director
of Budget and Fiscal Services if requested by the Director of Environmental Services must forthwith make a study for
the purpose of determining a schedule of fees, rates and charges which, in the opinion ofthe Director of Environmental
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Services or the Directorof Budget and Fiscal Services, will cause sufficient Revenues tobe collected in the following
Fiscal Year to comply with such rate covenant, or the Director of Environmental Services or the Director of Budget
and Fiscal Services may elect to cause the Consulting Engineer to make such a study and render such certification.
The City Council, as promptly as practicable but no later than 120 days following such determination by the Director
of Environmental Services or the Director of Budget and Fiscal Services, or receipt of the Consulting Engineer’s
recommendation, is required to adopt and place in effect a schedule of fees, rates and charges as so determined or
recommended. See “CERTAIN FINANCIAL, OPERATING AND OTHER INFORMATION AND STATISTICS
Rates and Charges” for current sewer charges, “HISTORICAL AND PROJECTED REVENUES, EXPENSES AND
COVERAGES” for a discussion of the Department’s projected rates, revenues and expenses, and “THE CITY AND
COUNTY AND THE DEPARTMENT — Purpose and Powers” for a discussion of the rate making powers of the City
Council, -

Acltlitional Bonds tintl Refunding Bonds Under the First Bond Resolution

The First Bond Resolution permits the issuance of additional Series of Senior Bonds (exclusive of
refunding Bonds) on a parity with the Senior Bonds then Outstanding (“Additional Senior Bonds”) for any lawful use
or purpose relating to the Wastewater System, including, without limitation, payment of all or a portion of the Costs
of improvements, but only upon compliance as to each such Series with the conditions set forth in the First Bond
Resolution. The Senior Series 2018 Bonds are being issued as Additional Senior Bonds under the First Bond
Resolution and their issuance is subject to compliance with such conditions, which include delivery to the Directorof
Budget and Fiscal Services of the following documents or moneys or securities:

I. A written certificate of the City and County stating the amount required to be in the
Common Reserve Account after issuance of the Senior Bonds then to be issued and that the amounts
deposited will not be less than the Common Reserve Account Requirement.

2. A written certificate of the City and County stating the amount required to be in the
Separate Series Reserve Account established for the Senior Bonds of such Series after issuance of the Senior
Bonds then to be isstied and that the amounts deposited will not be less than the Separate Series Reserve
Account Requirement for the Senior Bonds of such Series.

3. Either:

(I) a written certificate of the City and County based: (i) on audited figures or (ii) to
the extent audited figures are not available, on figures taken by an independent certified public accountant
from the Department’s books and records, showing that the Net Revenues for: (a) the most recent Fiscal
Year, or (b) any consecutive 12-month period out of24 months immediately preceding the month in which
such Bonds are issued were not less than 1.20 times the maximum Aggregate Debt Service on all Senior
Bonds then Outstanding and on the proposed Series of Senior Bonds in any Fiscal Year pIus 1.00 times the
aggregate Support Facility Reimbursement Obligations outstanding as of the date of the written certificate of
the City and County; or

(II) a written certificate of the City and County or Certificate of the Consulting
Engineer that the Net Revenues to be derived in each of the five (5) Fiscal Years following the earlier of: (i)
the end of the period during which interest is capitalized or, if no interest is to be capitalized. the Fiscal Year
in which the proposed Series of Senior Bonds are issued, and (ii) the date on which substantially all
Improvements to be financed with the proceeds of the proposed Series of Senior Bonds are expected to
commence operations, or, if the proceeds of such Series of Senior Bonds will not be used to fund the Costs
of Improvements, the Fiscal Year in which the proposed Series of Senior Bonds are issued, are estimated to
be not less than 1.20 times the maximum Aggregate Debt Service on all Senior Bonds then Outstanding and
on the proposed Series of Senior Bonds in any such Fiscal Year, pius 1.00 times the aggregate Support
Facility Reimbursement Obligations outstanding as of the date of such written certificate of the City and
County or certificate of the Consulting Engineer.

in determining Net Revenues for purposes of the certificates described above, the City and County
or the Consulting Engineer, as the case may be, is permitted, and in certain instances is required, to make certain
adjustments as provided in the First Bond Resolution. In addition, the First Bond Resolution requires that certain
other adjustments to Net Revenues derived from Debt Service on Variable Rate Bonds and debt service on Bond
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Anticipation Notes and short-term Subordinate Obligations and Reimbursable Obligations be made for purposes of
the written certificates described above. See Appendix B, “SUMMARY OF CERTAIN PROVISIONS OF THE
BOND RESOLUTIONS — The First Bond Resolution”

Senior Bonds may be issued as variable rate bonds, fixed rate bonds, bonds providing for the right
of the owner thereof to present the Senior Bond for redemption or purchase prior to maturity, zero interest rate or deep
discount bonds, bonds providing for the compounding of interest, or any combination thereof. Senior Bonds may be
issued or outstanding from time to time with or without credit enhancement provisions. See Appendix B,
“SUMMARY OF CERTAIN PROVISIONS OF THE BOND RESOLUTIONS—The First Bond Resolution.”

The First Bond Resolution also permits the issuance of Senior Bonds (“Senior Refunding Bonds”)
on a parity with the Senior Bonds then Outstanding to refund all or any part of: (i) a Series of Outstanding Senior
Bonds; (ii) Subordinate Obligations; or (iii) Reimbursable Obligations. Senior Refunding Bonds may only be issued
by the City and County upon satisfaction of certain conditions set forth in the First Bond Resolution.

A more detailed description of the requirements relating to the issuance of Additional Senior Bonds
or Senior Refunding Bonds is set forth in Appendix B under “Additional Bonds and Refunding Bonds.”

The First Bond Resolution also permits the issuance of notes in anticipation of a Series of Senior
Bonds ifthe City and County has theretofore authorized the issuance of such Senior Bonds. The interest on such notes
(and any renewal thereof) shall be payable from the proceeds of such notes or other notes or from the proceeds of the
sale of the Senior Bonds in anticipation of which such notes are issued. A more detailed description of the provisions
for security for payment of such notes and other requirements relating to the issuance of notes is set forth in Appendix
B under “Bond Anticipation Notes.”

\chlition:il Bonds and ReiLlutlilig Bonds I nder the Second Bond Resolution

The Second Bond Resolution permits the issuance of additional Series of Junior Bonds (exclusive
of refunding Bonds) on a parity with the Junior Bonds then Outstanding (“Additional Junior Bonds”) for any lawful
use or purpose relating to the Wastewater System, including, without limitation, payment of all or a portion of the
Costs of Improvements, but only upon compliance as to each such Series with the conditions set forth in the Second
Bond Resolution. The Junior Series 2018 Bonds are being issued as Additional Junior Bonds under the Second Bond
Resolution and their issuance is subject to compliance with such conditions, which include delivery to the Director of
Budget and Fiscal Services of the following documents or moneys or securities:

1. A written certificate of the City and County stating the amount required to be in the
Common Reserve Subaccount after issuance of the Junior Bonds then to be issued and that the amounts
deposited will not be less than the Common Reserve Subaccount Requirement.

2. A written certificate of the City and County stating the amount required to be in the
Separate Series Reserve Subaccount established for the Junior Bonds of such Series after issuance of the
Junior Bonds then to be issued and that the amounts deposited will not be less than the Separate Series
Reserve Subaccount Requirement for the Junior Bonds of such Series.

3. Either: (I) a Written Certificate of the City and County based: (i) on audited figures or (ii)
to the extent audited figures are not available, on figures taken by an independent certified public accountant
from the Department’s books and records, showing that the Net Revenues for: (a) the niost recent Fiscal
Year, or (b) any consecutive twelve (12) months’ period out of twenty four (24) months immediately
preceding the month in which such Junior Bonds are issued were not less than the sum of: (I) 1.10 times the
maximum Aggregate Debt Service (as defined in the First Bond Resolution) on all First Resolution
Obligations issued and outstanding under and pursuant to the terms of the First Bond Resolution and the
Aggregate Debt Service on all Bonds then Outstanding and on the proposed Series of Junior Bonds in any
Fiscal Year and (2)1.00 times the aggregate Support Facility Reimbursement Obligations outstanding under
the First Bond Resolution and the Second Bond Resolution as oftlie date of the Written Certificate of the
City and County; or (II) a Written Certificate of the City and County or Certificate of the Consulting Engineer
that the Net Revenues to be derived in each of the five (5) Fiscal Years following the earlier of: (i) the end
of the period during which interest is capitalized or, if no interest is to be capitalized, the Fiscal Year in which
the proposed Series of Junior Bonds are issued, and (ii) the date on which substantially all Improvements to
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be financed with the proceeds of the proposed Series of Junior Bonds are expected to commence operations,
or, if the proceeds of such Series of Junior Bonds will not be used to fund the Costs of Improvements, the
Fiscal Year in which the proposed Series of Junior Bonds are issued, are estimated to be not Tess than the
sum of: (I) 1.10 times the maximum ofthe sum of the Aggregate Debt Service (as defined in the First Bond
Resolution) on all First Resolution Obligations issued and outstanding under and pursuant to the First Bond
Resolution and the Aggregate Debt Service on all Junior Bonds then Outstanding and on the proposed Series
of Junior Bonds in any such Fiscal Year, and (2) 1.00 times the aggregate Support Facility Reimbursement
Obligations outstanding under the First Bond Resolution and this Resolution as of the date of such Written
Certificate of the City and County or certificate ofthe Consulting Engineer, as the case may be.

In determining Net Revenues for purposes of the certificates described above, the City and County
or the Consulting Engineer, as the case may be, is permitted, and in certain instances is required, to make certain
adjustments as provided in the Second Bond Resolution. In addition, the Bond Resolution requires that certain other
adjustments to Net Revenues derived from Debt Service on Variable Rate Bonds and debt service on Bond
Anticipation Notes and short-term Subordinate Obligations and Reimbursable Obligations be made for purposes of
the written certificates described above, See Appendix B, “SUMMARY OF CERTAIN PROVISIONS OF THE
BOND RESOLUTIONS — The Second Bond Resolution.”

Junior Bonds may be issued as variable rate bonds, fixed rate bonds, bonds providing for the right
of the owner thereof to present the Junior Bond for redemption or purchase prior to maturity, zero interest rate or deep
discount bonds, bonds providing for the compounding of interest, or any combination thereof. Junior Bonds may be
issued or outstanding from time to time with or without credit enhancement provisions. See Appendix B,
“SUMMARY OF CERTAIN PROVISIONS OF THE BOND RESOLUTIONS — The Second Bond Resolution.”

The Second Bond Resolution also permits the issuance ofjunior Bonds (“Refunding Junior Bonds”)
on a parity with the Junior Bonds then Outstanding to refund all or any part of: (i) a Series of Outstanding Bonds; (ii)
Subordinate Obligations; or (iii) Reimbursable Obligations. Junior Refunding Bonds may only be issued by the City
and County upon satisfaction of certain conditions set forth in the Second Bond Resolution.

A more delailed description of the requirements relating to the issuance of Additional Bonds or
Junior Refunding Bonds is set forth in Appendix B under “Additional Bonds and Refunding Bonds.”

The Second Bond Resolution also permits the issuance ofnotes in anticipation ofa Series of Junior
Bonds if the City and County has theretofore authorized the issuance of such Junior Bonds. The interest on stich notes
(and any renewal thereof) shall be payable from the proceeds ofsuch notes or other notes or from the proceeds of the
sale of the Junior Bonds in anticipation of which such notes are issued. A more detailed description of the provisions
for security for payment ofsuch notes and other requirements relating to the issuance of notes is set forth in Appendix
B under “Bond Anticipation Notes.”

‘VIlE (l[\ A\I) COi.Nfl ANI) ‘TIlE DEl’ xI{flllAT

Purpose ~iI)(I Pow ers

The Cu3’ and County The City and County of Honolulu includes the entire island of Oahu and a
number of small outlying islands. Of the eight major islands that constitute the State of Hawaii, Oahu. with an area
of 597 square miles, is smaller than the islands of Hawaii and Maui but larger than the island of Kauai, Molokai,
Lanai, Niihau and Kahoolawe. ~Vith slightly less than one-tenth of the land area in the entire State, Oahu contains
more than two-thirds of the state’s resident population. According to the 2016 State of Hawaii Data Book, as of July
1,2016, the resident population of the state was 1,428,557, and that ofOahu was 992,605, approximately 69% of the
total state population. Honolulu is the seat of the State Government and is the state’s trade, finance, communication,
and transportation center. Most Federal establishments and personnel (both civilian and military), as well as major
manufacturing, educational, scientific and visitor industry activities are located on Oahu.

City Council and Mayoi’. The City Council is the governing body of the City and County and
consists ofnine members, each of whom represents a separate council district. Councilmembers are elected for a four-
year term and are limited to two consecutive terms. The terms of the councilmembers for council districts II. IV, Vi
and VIII expire on January 2,2019, while the terms of the councilmembers for council districts 1,111, V, VII and IX
expire on January 2,2021. Pursuant to the City Charter, the City Council has the power, among other things: (i) to
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exercise the legislative power of the City and County, (ii) to enact operating and capital budget ordinances, (iii) with
certain exceptions, to fix fees and charges for services rendered by the City and County, and (iv) to authorize the
issuance of revenue bonds for the purpose of initiating, constructing, acquiring, extending, replacing or otherwise
improving any revenue-producing facility. The Mayor is the Chief Executive Officer of the City and County. The
Mayor is elected to serve a four-year term with a limitation of two consecutive full terms. The next regular mayoral
election is scheduled to take place in November 2020. The Mayor exercises direct supervision over all agencies
specifically identified in the City Charter and, through the Managing Director, exercises supervision over all other
executive agencies of the City and County.

Department ofEnvironmental Services. The Department was established on July I, 1998, pursuant
to a plan of reorganization which combined certain components of the Department of ~Vastewater Management, the
department which previously administered the Wastewater System, with other administrative departments having
compatible functions. The Department, among other things, is charged with the responsibility to administer the
planning, design and construction of wastewater facilities, oversee the operation and maintenance of sewer lines,
treatment plants and pumping stations, monitor the collection, treatment and disposal of wastewater, provide pumping
of cesspools, provide solid waste processing, collection and disposal, promulgate rules and regulations as necessary
to administer and enforce requirements established by law, and perform such other duties as may be required by law.
The Department consists of five divisions: Wastewater Engineering and Construction, Environmental Quality,
Wastewater Treatment and Disposal, Collection System Maintenance, and Refuse Collection and Disposal, plus an
Office of Administrative Support. Department programs are funded from two major sources: wastewater programs
are funded through the Wastewater Enterprise Sewer Fund, and solid waste programs are funded through the Solid
Waste Enterprise Solid Waste Fund.

Power to Fix and Collect Rates and Charges. By ordinance and resolution, the City Council
requires that revenues of the Wastewater System be kept in the Sewer Fund and that the wastewater program shall be
self-supporting. Consistent with such requirements, the Department is budgeted as a self-sustaining enterprise for the
purpose of determining costs associated with providing wastewater services. Through the adoption of the annual
operating and capital budgets, the revenue requirements and tvastewater rates are reviewed to determine the adequacy
of revenues to meet needs. Pursuant to the Act and the City Charter, the City Council has the power to impose,
prescribe and collect rates, rentals, fees or charges for the use and services of, and the facilities furnished by, the
~Vastewater System so that the ~Vastewater System will be and remain self-sustaining. The rates, rentals, fees or
charges imposed and prescribed are required to produce revenues which ~vill be at least sufficient to pay debt service
on all revenue bonds issued for the purposes of the Wastewater System, including the Bonds, and including reserves
therefor, to pay the costs of operation, maintenance and repair of the Wastewater System, and to carry out the
covenants of all resolutions authorizing the issuance of revenue bonds for the purposes of the Wastewater System,
including the First Bond Resolution and the Second Bond Resolution. The rates and charges fixed and imposed by
the City Council are not subject to approval by any federal or state regulatory bodies. Rates and charges are determined
on the basis of a recommendation by the Director of Environmental Services and the Mayor, subject to approval by
ordinance of the City Council. An ordinance requires three readings and a public hearing for enactment by the City
Council.

Depart in en t P rind pa1 () [lice rs

The principal officers of the Department include the Director, Deputy Directors and Executive
Assistant. The following are brie[biographies oftlie Department’s principal officers:

Lori AIR, Kahikina, !&E, Director. Ms. Kahikina has been serving as the Director of
Environmental Services for four years. Prior to that, she was the Director of the Department of Design and
Construction for the City and County of Honolulu. She has been in public service for about 12 years, and in
wastewater management for over 20 years. Ms. Kahikina has a Bachelor of Science degree in Mechanical Engineering
from the University of Hawaii and a professional license in Civil Engineering from the State of Hawaii. She has held
several officer positions with Hawaii Water Environment Association including Secretary, Treasurer, Vice President,
President, Past President and Chairing the large annual conference. She is a current member of the University of
Hawaii Engineering Deans Council and is an active member of the Innovation and Advocacy Committees.

ThnothyA. Hong/zion, Deputy Director. Mr. Houghton was appointed Deputy Director, Department
of Environmental Services in 2013. He previously served as Executive Assistant in the Department of
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Environmental Services since its creation in 1998, and previously served in that role in the former Department
of Wastewater Management beginning in 1993, Mr. Houghton also served as Deputy Director of the
Department from July 2003 to December 2004. Mr. Houghton has a Bachelor of Arts degree from San
Francisco State University and a Master of Science degree in Systems Management from the University of
Southern California. Mr. Houghton was a member of the Board of Directors of the National Association of
Clean Water Agencies (NACWA) having been elected in September 2008 and serving through July 2017.
NAC~VA provides one voice for clean water and its prominence as a nationally-recognized leader in
environmental policy, and close working relationship with Congress and EPA, allow it to help shape the
course of environmental protection into the next century. Mr. Houghton has led the organization’s Clean
Water Funding workgroup; been Vice-Chair of the Clean Water Funding Task Force; and, has been Vice-
Chair of the Utility Management Committee.

Ross S. 7’animoto, !‘.E., Deputy Director. Mr. Tanimoto was appointed Deputy Director in 2007.
Mr. Tanimoto has been with the Department of Environmental Services and its predecessor agencies since 1992 and
has served as both the Assistant Chief; Division of Environmental Quality, and Branch Chief; Monitoring and
Compliance Branch. He has a Master of Science degree in Mechanical Engineering from California State University,
Long Beach, and Bachelor of Science degrees in Mechanical Engineering and Meteorology from the University of
Hawaii. Mr. Tanimoto is a registered Professional Engineer in Mechanical Engineering in the States of Hawaii and
California.

C’yndv Ayleu, Evecuthe :Lswistant. Ms. Aylctt became Executive Assistant on July I, 2014. She
served as an Executive Assistant in the Managing Director’s office from 2005 through 2012, managing streamlining,
optimization, and revenue generation projects. Prior to coming to the Department of Environmental Services, she
managed a Federal grant for the Department of Facilities Maintenance. Her private sector experience spanned over
20 years in the areas of software system implementation, operations, product management and marketing for lugh
tech companies in the Silicon Valley. Ms. Aylett received her Bachelor of Science degree from Southern Oregon
State College.

He1,: it ruetit \~ ark t~it’ce

The Department’s current operating budget provides for — full-time equivalent employees in
various managerial, clerical, engineering and operational positions in support of wastewater activities. This
workforce, with the exception of excluded and — exempt employees, comprises five separate bargaining units—
one each for blue-collar non-supervisory employees, blue-collar supervisory employees, white-collar non-supervisory
employees, white-collar supervisory employees, and professional and scientific employees.

The City and County has collective bargaining agreements with each of the Hawaii Government
Employees Association (“HGEA”), which represents the bargaining units for blue-collar supervisory, white-collar
non-supervisory, white-collar supervisory, and professional and scientific employees, and United Public Workers
(“UPW”), which represents the bargaining unit for blue-collar non-supervisory employees. See “EMPLOYEE
RELATIONS AND EMPLOYEE BENEFITS - Employee Relations.”

Reference is made to “EMPLOYEE RELATIONS AND EMPLOYEE BENEFITS — Employee
Benefits” herein for a discussion of health care benefits, pension benefits and other post-employment benefits for
which Department employees are eligible.

THE \~ \SlL\% \TFR SYSTEM

hit roLl ic tin ii

As ofiune 30, 2017, the Wastewater System serviced approximately 147,000 separate accounts and
a population of approximately 780,000, which is approximately 79% of the total population of the City and County
based on the 2016 data book. The service area covers nearly 600 square miles. The customer base includes the
residential population, business and industrial users, and other users located in the service area. Of the approximately
147,000 accounts, approximately 138,610 are residential, which generate approximately 69.0% of the total revenue
from sewer service charges, and the remaining approximately 8,390 accounts are non-residential, which generate
approximately 31.0% of the total revenue from sewer service charges. See “CERTAIN FINANCLAL, OPERATING
AND OTHER INFORMATION AND STATISTICS.” In the Fiscal Year ended June 30, 2017, the average total
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volume of wastewater processed by the Wastewater System was approximately 116.94 million gallons per day
(“MUD”), an increase of 3.5% from Fiscal Year 2016. The average volume of wastewater processed by private
systems during the same period was approximately MUD.

General Description ot’ Existing Facilities

The \Vastewater System serving the island of Cahu is divided into eight wastewater basins for
planning purposes: East Mamala Bay. West Mamala Bay, KailualKaneohe/Kahaluu, North Qahu (West), North Oahu
(East), Central Oahu, Waianae and Waimanalo. Each basin is served by a major waslewater treatment plant
(“~VWTP”). The function of each ~VWTP is to treat wastewater by removing or reducing organic and inorganic
materials to levels that satis& federal and state permit requirements for the discharge of such wastewater into the
ocean, streams, reservoirs or injection wells. In addition to wastewater treatment plants, the Wastewater System
includes collection, pumping and other related facilities with approximately 2,100 miles of pipe, 70 pumping stations,
and four preliminary treatment flicilities.

A description of the wastewater basins and major facilities is as follows:

East :iia,,,a!a Bay. The largest and the most densely populated basin is East Mamala Bay.
Approximately 361,500 people reside in East Mamala Bay, representing approximately ,,,,,,,,,,,% of the resident
population of the entire island. The basin is served by the Sand Island WWTP, a primary treatment plant, and the
largest treatment facility in the ~Vastewater System in terms of wastewater flow. The treatment plant has a primary
treatment capacity of 94.5 MUD, and in Fiscal Year 2017, average daily flows were 68.58 MUD.

West Alainala Bay. West Mamala Bay is the second largest basin and includes Ewa, Central Oahu
as far north as Mililani, and the Halawa to Pearl City area. The population ofthe basin area is approximately 292,500,
or 35% of the estimated population of Oahu, The basin is served by the J’lonouliuli WWTP, which is the second
largest treatment plant in the Wastewater System, with a primary treatment design capacity of 38 MUD and a
secondary treatment design capacity of 13 MOD. In Fiscal Year 2017, average daily flows were 27.71 MUD. The
secondary treated effluent is provided to a recycled water facility.

Kailua/Ka,wohe/Kahalsn~ The third largest basin includes the communities of Kailua, Kaneohe,
and Kahaluu and surrounding areas in the eastern part of the island. The eastern portion of Oahu is also referred to as
the Windward basin area. The basin area population is approximately 104,100, or approximately 12% of the island’s
poptilation. The basin is served by the Kailua Regional ~VWTP, the third largest treatment plant in the Wastewater
System. The Kailua WWTP has a design capacity of 15.25 MUD and in Fiscal Year 2017 average daily flows were
approximately 14.17 MUD.

iVan/i Qahit (‘East anti WesQ. Most of the North Oahu area does not have centralized sewer service
though there are three small facilities, including the Kahuku WWTP (0.4 MOD capacity, secondary’), the Pa’alaa Kai
WWTP (0.14 MUD capacity, secondary), and [lie formerly privately operated Laie Water Reclamation Facility (WRF)
(0.9 MOD capacity, tertiary) which the City and County began operating on November 1,2006. In Fiscal Year 20)7,
these facilities treated average daily flows of 0.18 MUD, 0.11 MUD and 0.48 MUD, respectively.

central Qahu. Central Oahu (with a population of approximately 37,500, including militan’ bases
and the communities of Wahiawa and Whitmore Village) is served by the Wahiawa W~VTP (2.5 MOD capacity,
secondary with sand filtration). The average daily flows were 1.48 MUD in Fiscal Year 2017.

Waianae. The Waianae basin serves the west coast of the island, which has a population of
approximately 44,500. The Waianae WWTP has the capacity to process 5.2 MUD at a secondary level. Average
daily flows were 3.69 MUD in Fiscal Year 2017.

tVajmana/o. The ~Vainianalo basin is served by the Waimanalo WWTP, a secondary plant with
sand filtration and a capacity to process an average daily flow of 1.10 MOD. The City and County acquired ownership
of the plant from the State of Hawaii in June2014 after having operated the plant for the State since its opening. The
~VWTP serves the Waimanaho community, with a population of approximately 10,000. In Fiscal Year 2017 average
daily flows were 0.54 MUD,
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The Sand Island WWTP, the Honouliuli ~VWTP and the Kailua Regional WWTP are the three
largest WWTPs. The remaining ~VWTPs provide treatment of wastewarer to the rest of the island. Though the six
basin areas of Central Oahu, North Oahu (East and ~Vest), \Vaianae, and Waimanalo comprise the majority of the
geographical area of the island, the population density is much lower in comparison to the East and West Mamala Bay
and the KailualKaneohe/Kahaluu basin areas. The combined population of the six basin areas is less than 14% of the
total population of Oahu. The total design capacity of the ~VWTPs in the six basin areas is approximately 10.24 MOD
and the wastewater flow in Fiscal ~‘ear 2017 was 6.48 MOD. A private wastewater system provides collection and
treatment for the community of Hawaii Kai. The Hawaii Kai system has an average flow of MGD, including
flows from the City and County’s Ktiliouou Wastewater Pumping Station (“WWPS”). The system processes about
_% of the average flow of the City and County’s Wastewater System.

En\iIi)xInIent~Il (cnipliance

The WWTPs and other facilities operated by the Department are governed either by National
Pollutant Discharge Elimination System (NPDES) permits or by the State of Hawaii’s Department of I-lealth (“DON”)
Underground Injection Control or Wastewater Management Permits or Clean Air Branch Covered Source and Non-
Covered Source Permits.

The NPDES permits for the City and County’s two largest treatment plants, Sand Island W~VTP
and Honouliuli WWTP, were reissued with effective dates ofianuary 1,2015, and March 30, 2014, respectively, The
NPDES permit for the Kailua ~VWTP was reissued with an effective date of March 16,2014. The NPDES permit for
the Waianae WWTP was issued with an effective date of December 1,2016. The City and County is contesting certain
permit conditions for the above permits. The majority of these contested conditions have been stayed pending further
review and consideration by DOH. DOH issued a notice of proposed modification to the Honouliuli WWTP NPDES
permit on March 3,2016, with certain permit conditions which the City and County is currently contesting. DOH has
also issued a modification to the Kailua WWTP NPDES permit on with an effective date of August 1,2017; however,
this modification is limited to modifying two conditions in the Kailua ~V~VTP NPDES permit, and the contested
conditions that are not subject to the modification remain actively contested by the City and County.

One air consent order is currently in effect until December 31, 2016 between the State of Hawaii
DOH and the City and County relating to air quality at the Kailua WWTP, The consent order provides forthe payment
of stipulated penalties when covered and non-covered source permit requirements are not met.

In addition, during the course of operating the ~Vastewater System, occasional events of non
compliance with other permits, laws, and regulations occur, including:

• Wastewater spills, which are subject to reporting pursuant to the NPDES permits, the 2010
Consent Decree described below, and DOH regulations.

• Exceedance of interim effluent limits set forth in the 2010 Consent Decree for the Sand Island
and 1-lonouliuli WWTPs, which are reported monthly with the discharge monitoring reports for
the plants.

• Exceedance of effluent limits set forth in the NPDES permits for the ~VWTPs, which are
reported monthly with the discharge monitoring reports for the plants.

• On November 26. 2014, DON issued a Notice of Apparent Violation regarding the City’s
pretreatment program. The City and County responded on March 6,2015.

• No other incident of noncompliance is subject to existing or threatened enforcement.

The City and County is complying with the terms of a consent decree (the “2010 Consent Decree”)
entered by the United States District Court in l-lawaii to settle certain previous environmental lawsuits relating to the
Wastewater System. The Court retains continuing jurisdiction to enforce the 2010 Consent Decree. The following is
a brief discussion of the 2010 Consent Decree and the City and County’s obligations thereunder.

The 2010 Consent Decree, approved by the Environmental Protection Agency (“EPA”), DON, the
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Sierra Club, Hawaii Chapter, Our Children’s Earth Foundation, and Hawaii’s Thousand Friends, was entered by the
United States District Court in Hawaii. Three previous environmental lawsuits were dismissed. The City and County’s
appeal of the EPA’s January 2009 final decisions denying the City and County’s applications to renew its permit
variances from secondary treatment for the Honolulu and Sand Island WWTP was dismissed on February 2,2011.
The 2010 Consent Decree allows 10 years for completion of work on the collection system, 14 years for the upgrade
of the Honolulu WWTP to secondary treatment, and up to 25 years, with the possibility of a three-year extension, for
the upgrade ofthe Sand Island WWTP to secondary treatment. The City and County is expected to incur approximately
53.5 billion in capital costs through Fiscal Year 2020 (which coincides with the term of the collection system portion
ofthe 2010 Consent Decree). This amount will largely be spent on the collection system, and much of it ‘viiI go toward
work that was already required or planned. Tins amount also includes a portion of the costs oftreatment plant tipgrades
at Sand Island and Honouliuli. Costs for the treatment plant upgrades include approximately $550 million to replace
primary treatment facilities at both plants and $1.15 billion to upgrade the plants to secondary treatment plants. As
part of the settlement, the City and County paid a civil penalty in the amount of $800,000 to the United States, and
$800,000 to the State of Hawaii. In addition, the City and County paid $800,000 to the Sierra Club, Hawaii Chapter,
Our Children’s Earth Foundation, and Hawaii’s Thousand Friends, to fund four supplemental environmental projects.

The 2010 Consent Decree became effective upon its entry by the Court on December 17, 2010. The
City and County also settled the nonprofit organizations’ claim for their attorneys’ fees and costs, for an additional
payment ofSl.l million.

The 2010 Consent Decree was amended on March 27, 2012. This amendment modified the 2010
Consent Decree to substitute construction of a Kaneohe-Kailua gravity tunnel and an associated influent pump station
for the construction of a new force main between the City and County’s Kaneohe pump station and its Kailua treatment
plant and to eliminate requirements to proceed with and maintain storage projects in Kaneohe and Kailua.

In addition to the 2010 Consent Decree, the City and County is complying with the terms of an
Adniinistrative Order on Consent that the City and County and DON voluntarily entered into on March 13, 2017
(“2017 Administrative Order on Consent”). The 2017 Administrative Order on Consent resolved all liability of the
City and County for certain 2015 wastewater spills, and the City and County made no admissions asto flict, violation,
fault, or liability in entering the 2017 Administrative Order on Consent. Pursuant to the 2017 Administrative Order
on Consent, the City and County has agreed to conduct a storm water inflow detection, identification, and
quantification study in certain high density or ultra-urbanized areas; to revise its Standard Operatine Procedures to
improve response to spill prevention alarms; to tipgrade its Supervisory Control and Data Acquisition (“SCADA”)
system; to revise its sewage spill volume estimate procedures; and to pay a monetary penalty ofSlOO,000.00 to DOH,
which has been paid.

See “CAPITAL IMPROVEMENT PROGRAM” below.

Projected (‘us~omer U ron [H

As shown on Table I below, the resident population in Oahu, the area served by the Wastewaier
System, is projected to grow modestly through 2040. The average annual population increase between 2010 and 2040
is projected to be 5,687, or roughly 0.4% annually. Consequently, population growth is not a significant driver in the
2011-2030 Capital Improvement Program.

Almost all ofgrowth between the years 2010 and 2040 is expected to occur in East and West Mamala
Bay. Of the total population growth projected to occur during this period, approximately 126,700, or 79%, is expected
to take place in \Vest Mamala Bay, and approximately 34,000, or2l%, is expected to occur in East Mamala Bay.
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Table I

Actual and Projected Resident Population
by Basin, Oahu, 2010-2040

2010-2040
Average
Annual

Basin 2010 2020 2030 2040 Chance

Kahuku 5,657 8,636 8,844 7,933 76
Lale 7,643 6,263 6,492 8,3 13 22
Kailua-Kaneohe 111,025 105,026 102,334 108,574 -82
Waimanalo 10,021 11,092 10,909 10,752 24
EastMamala Bay 356,227 376,928 387,511 390,141 1,130
West Mainala Bay 292,468 328,370 367,765 419,120 4,222
\Vaianae 44,490 46,776 48,667 53,594 303
~Vahiawa 37,504 36,973 36,028 39,563 69
North Shore 17,724 18.770 19.375 15,389 -78

Total 882,759 938,834 987,925 1,053,379 5,686

Source: Cl0’ mid C’ozin0’ of flu,u,InIu, Departrn~’.u ofEn vi runmengal Services: üry and Count;’ ofThnwluln, Depannien; ofP1~nining and
Pennining. 2013.

CAI’ITAI.. flIPR()\l3lE’%l’ PROGlt1\i’~l

The Department staff manages and updates at least annually a long-range Capital Improvement
Program (the “CII”) to achieve several goals. The CIP is a long-range planning tool used to estimate project costs
and timing of expenditures over a 20-year period, currently through 2030. The Department has developed the 2018-
2023 Capital Improvement Program, the 2018-2028 Capital Improvement Program and the 2011-2030 Capital
Improvement Program. The 2018-2023 Capital Improvement Program and the 2018-2028 Capital Improvement
Program are part of this 20-year plan. The Department develops the CIP with the objective of providing safe and
reliable facilities to process the ~vastewater discharge of all sewer customers throughout Oahu. CIP projects are needed
to meet the requirements of the 2010 Consent Decree, for the rehabilitation of existing facilities, the expansion of
capacity to accommodate growth, and the improvement of facilities and processes.

Criteria tb; lt:;nking CII’ l’rujects tn I’i’ioritv

The Department considers the CIP to be a flexible tool which allows the Department staff to
determine the impact of adjusting the phasing and priority of projects. As ofiune 2016, the long-range CII’ covering
the 20-year period from 2011 through 2030 included a list of projects with estimated appropriations totaling
approximately S8.l billion (in inflated dollars). Many of the projects shown in the CIP may not begin in the year
specified or at all if needs change. The Department staff has developed a policy for ranking the CII’ projects by
priority to determine order and timing of projects. The policy is shown in the following table, with the highest priority
criteria listed first:
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Table 2

Priority for CIP Projects

Priority Class Descrintion
Safety and public health— immediate

II Protection of the environment — immediate
ILl Permit and regulatory compliance — immediate
IV Completion of ongoing projects
V Preventive
VI Funding requirements
VII System expansion
VIII Other

The rankings are intended as guidelines for OP project planning rather than as rigid categories or
criteria, not as hard and fast rules. A project considered in a low priority class may be upgraded to a high priority
position in the CIP due to any number of factors. For example, if a service area is very close to reaching and surpassing
the capacity of its wastewater lhcilities. the expansion of the system in that area rises in priority. System expansion
can entail projects which affect permit and regulatory compliance, protection of the environment, or safety and public
health. Through the use of these guidelines combined with analyses of funding and other resottrce constraints,
Department staff can develop a CIP which best satisfies the needs of the Department ctistomer base. The 2011—2030
Capital Improvement Program was developed using these CIP guidelines and constitutes the current 20-year CIP.

Cl:issifli’~ttiun oICIl’ Projects

The City and County expects to use various funding sources to finance CIP projects: (i) proceeds of
Senior Bonds and Subordinate Obligations previously issued and currently available, (ii) proceeds of additional Senior
Bonds or Junior Bonds (including the Series 2018 Bonds) and Subordinate Obligations (currently e~<pected to consist
primarily of State Revolving Futid loans) to be issued, (iii) the Net Revenues of the Wastewater System, and (iv)
Wastewater System Facility Charges. Revenues from ~Vastewater System Facility Charges are intended to cover a
portion of the project expenditures relating to expansion of the Wastewater System to serve future growth in the
number of customers, Revenues from sewer service charges are earmarked for the expenditures resulting from
rehabilitation or upgrade of the wastewater system for existing users. To effectively determine the costs to be
recouped by these respective charges, the Department makes a fair estimate of the share of costs attributable to
expansion and rehabilitation. Where an improvement benefits both existing and future users, the Department identifies
the relative portion allocable to each, The classes of CIP projects include system expansion, system upgrade, and
replacement/rehabilitation.

Syicteni expansion: Improvements which increase the design capacity of treatment, transmission, or
support facilities and equipment to accommodate new or future growth. Future users would finance system expansion
project costs partially through revenues from Waste~vater System Facility Charges.

Svsw,;z upgrade: Improvements which upgrade the service level standard. For example, an upgrade
to secondary treatment processes where only primary treatment processes were used. To fairly allocate costs between
future and existing users, the portions of upgrade costs attributable to expansion and current use must be identified.

Rep/acement/rehcthiiitarion: Improvements which replace or rehabilitate facilities serving existing
development. Existing users pay the costs of replacement and rehabilitation projects through sewer service charges.

2018—2023 C;’pitai lnlllruvenient Pngnint

To meet the 2010 Consent Decree entered into by the Department with Federal and State regulatory
bodies and to reliably serve projected growth in the number of customers served by the ~Vastewater System, the
Department has developed and adopted the 2018-2023 Capital Improvement Program. The additions and
improvements to the Wastewater System, the costs of which are to be financed in pan from the proceeds of the Series
2018 Bonds, are part of the 2018-2023 Capital Improvement Program. The City and County expects to appropriate
approximately S_billion (in inflated dollars) for the 2018-2023 Capital Improvement Program. A portion of these
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appropriations will actually be expended after the 2018-2023 period. The projected appropriations for the various CIP
projects of and the expected sources of funding for the 20 18-2023 Capital Improvement Program are set forth in the
follo~ving tables,

Table 3

Projected Appropriations for
2018-2023 Capital Improvement Program

(Dollars in Thousands)

Project Projected Cost
CIP Projects
Project Management
Capital Equipment
Total

l’able 4

Expected Sources of Funding for
2018-2023 Capital Improvement Program

(Dollars in Thousands)

FuIIdin2 Source Projected Amount
Subordinate Obligations
Facility Charges 2

Net Revenues
Additional Revenue Bonds
Total

&ate Revohing Fw;~( Ion,, proceeds.
Fees cvllecredfor new $flzstenowr S)stein con,wctions.
Dish flint/ed C/P.

2018—202 S (hi pit ii Imp mc enie ‘it I’ rug ma in

The 2018-2028 Capital Improvement Program is part of the 2011-2030 Capital Improvement
Program. The City and County expects to appropriate approximately S_billion (in inflated dollars) for the 2018-
2028 Capital Improvement Program. A portion ofthese appropriations will actually be expended after the 2018-2028
period. The projected appropriations for the various CIP projects of and the expected sources of funding for the 2018-
2028 Capital Improvement Program are set forth in the following tables.

Table S

Projected Appropriations for
2018-2028 Capital Improvement Program

(Dollars in Thousands)

Project Projected Cost
CIP Projects
Project Management
Capital Equipment
Total

29
i28817857v8



Table 6

Expected Sources of Funding for
2018-2028 Capital Improvement Program

(Dollars in Thousands)

Funding Source Projected Amount
Subordinate Obligations
Facility Charges 2

Net Revenues
Additional Revenue Bonds
Total

Start’ Revohitig Fund Ion,, proceeds.
Fees collected far neii $Ji,stenater System connections.
Cashflouted CII’

201 1—2(131) (apitnl lmpni~ ement Program

The 2011-2030 Capital Improvement Program is the current twenty—year CIP the Department has
undertaken. The City and County expects to appropriate approximately S billion (in inflated dollnrs) for the 2011-
2030 Capital Improvement Program. A portion of these appropriations will actually be expended afler the 2011-2030
period. The projected appropriations for the ~‘arious CII’ projects of and the expected sources of funding for the 20)1 -

2030 Capital Improvement Program are set forth in the following tables.

Table 7

Projected Appropriations for
2011-2030 Capital Improvement Program

(Dollars in Thousands)

Project Projected Cost
CIP Projects
Project Management
Capital Equipment
Total

Table 8

Expected Sources of Funding for
2011-2030 Capital Improvement Program

(Dollars in Thousands)

Funding Source Proiected Amount
Subordinate Obligations
Facility Charges 2

Net Revenues
Revenue Bonds4
Total

Store Revolving Fund (anti proceeds.
Pets collected/or lie,, Irasteunier 5) s resil c000ecgions,
Cash Jiwded CIP.

Inchides proceedsfront revenue bands pre via usly issi,td and proceedsfrotn oddirtonal revenue bonds
expected to he issued in the future.
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IIISTORICAI.ANI) PROJECTE!) REVENUES, EXPENSES ANI) COVERACES

Since its initial revenue bond issue in 1998, the Department has exceeded coverage requirements
under the Bond Resolution annually. Table 9 below sets forth historical (actual and budgeted) revenues, expenses and
debt service coverage of the Wastewater System for Fiscal Years 2016 and 2017 and the Department’s projection of
revenues, expenses and debt service coverage of the Wastewater System for Fiscal Years 2018 through 2023.
Projected rate increases for Fiscal Years 20_ through 20_ have not been submitted to the City Council for approval.

Table 9

Historical and Projected Revenues, Expenses and Debt Service Coverages
(Dollars in Thousands~

(Fiscal Year Ending June 30,)

Actual Bucketed I’roiecled
2016 2017 2018 2019 2020 2(121 2022 2(123

Revenues
Sewer Service Charges
Interest Earnings
BAI3s/RZEDBs Subsidy
Other Revenues

Total Revenues

Operating Expenses

Net Revenues

Annual Debt Service
Senior Lien Bonds

1)/S Coverage
Senior and Junior Lien Bonds

D/S Coverage
Total Obligations

D/S Coverage

CE W[~ IN FIN \.\(l ~L, OI’FtZ ~TlNC \N I) 0111 ER I NF0RM~TI0N AN I) ST ~IlSllCS

~l;tnngenienrs l)iscussion ui Fitujitcial I’erft,rntutice

In the period since the wastewater program becatne fully self-supporting in 1993, the program’s
financial position has been consistently strong. The change to enterprise fund status in 1998 further strengthened the
position of the utility through clearer definition of enterprise assets, understanding of their current value, and clarity
in responsibilities. The sale of the initial wastewater revenue bonds in 1998, accompanied by a debt and financial
policy adopted by the City Council, served to insure a continuing commitment to a strong financial posture for the
wastewaler enterprise.

In 2011, the City and County adopted a rate ordinance providing for increases in wastewater rates
and future rate adjustments for the period from July 1,2011, through June 30, 2017. In May 2012, the City and County
adopted Ordinance No. 12-7 providing for structural, but revenue neutral, changes to wastewater rates from July I,
2012 through June 30, 20 17. See “Rates and Charges” below. Revenues have been sufficient throughout the period
to meet all operation and maintenance and debt service requirements, including coverage. The significant base
component of the rate structure and growth in customers prevents changes in water use from having a major impact
on revenues. The sewer service charge program will remain strong reflecting the high residential component of
wastewater customers and the lack of any single large commercial customer.

The Wastewater System Facility Charge constitutes a minimal amount of the Wastewater System’s
total revenues, is solely dedicated to expansion, and is not considered when calculating debt service coverage for the
Senior Bonds and Junior Bonds and Subordinate Obligations. Revenue fluctuations are due largely to the timing of
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major development projects. This revenue source reflects the limited growth of service area population and generally
only the redistribution of that population. As such, it is not considered a major source of funds on which to base
financial capability.

Efforts continue to control expenses, however, cost escalation, additional facilities, and increased
operational requirements have resulted in higher operating budgets. Continuing analyses of operational procedures
and increased automation opportunities are expected to help control expenses in the long term.

Net revenues have increased through Fiscal Year 2017, reflecting increased revenue from an
increase in the number of customers. The enterprise has continued to maintain a surplus throughout that period.
Revenues are expected to exceed projections for Fiscal Year 2017 and the Department expects to meet or exceed
revenue projections for Fiscal Year 2018. This consistency in revenues is due to the lack of reliance on a specific
business or industry as a major source of revenue. The residential customer class continues to pay water/sewer bills
without a significant increase in delinquencies. Further, revenue projections are conservative and have been
consistently excceded in previous years. Net revenues are being increasingly used for cash funding of capital
improvement programs in current and ruture years. The Department intends to recommend rate increases for Fiscal
Year 2018 and beyond.

As part of the commitment to ensure the financial strength of the Wastewater System, the City
Council adopted Ordinance No. 05-006 on March 31, 2005, pledging not to transfer Sewer Fund monies to the City
and County’s General Fund.

In the opinion of the Department, the financial position of the Wastewater System is strong, with a
substantial reserve balance which provides reasonable protection against unforeseen events and financial flexibility
for the future. Financial planning continues to identify the best alternative to maintain a strong financial posture while
providing quality service to the customer and the community at a reasonable price. City Council and administration
policies support the continuing revenue levels necessary to provide for current and future requirements.

See Appendix A, “Economic and Demographic Factors,” for a disetission of certain economic
conditions that could potentially impact the City and County’s revenues.

t~itling iid Collect ion

All Wastewaler System sewer service charge billing is done by the Board of Water Supply through
inclusion as a separate portion of the water bill. The delinquency rate for this billing program (i.e., the dollar amount
of bills more than 60 days past due expressed as a percentage of total revenues) during fiscal years 2015,2016, and
2017 was 1.63%, _%, and _%, respectively. Should bills not be paid, the authority exists, and has been exercised,
to ternunate water service for nonpayment of water and sewer service charges or to physically disconnect Ivastewater
service.

In May 2012, the City and County adopted Ordinance No. 12-7 providing for structural, but revenue
neutral, changes to ~vastewater rates effective from July I, 2012 through June 30,2017. Billing for non-residential
customers using the new rate structure was temporarily deferred and implemented in January 2013. The approved
rate changes for these customers were implemented during the deferral period using the previous structure.

.1 en La igest Customers

The ten largest customers of the ~Vastewater System in Fiscal Year 2017 (see table below) account
for ______% of the anntial sewer service charge revenues of the system.
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Table 10

Ten Largest Customers
Fiscal \‘ear 2017

Percentage
Sewer of Sewer Service

Customer Service CharEes Charge Revenues

Hawaii Dept of Transportation. Honolulu International Airport 6,149,783.50 133%
Hilton Hawaiian Village Lessee LLC 5,290,929.60 1.15%
University of Hawaii 5,251,094.36 1.14%
Hawaii Public I-lousing Authority 4,177,200.28 0.91%
Sheraton Hotels Hawaii 3,667,933.60 0.79%
GGP Ala N4oana LLC, Ala Moana Center 2,507,759.72 0.54%
Marriott International Inc. 1,990,558.75 0.43%
United Laundry Sert’ices 1,735,717.13 0.38%
1-lalawa Correctional Facility 1,116,498.78 0.24%
Hyatt Regency Waikiki 1,081,107.32 0.23%

Total 32,968,583.04 7.14%

(ertain ()peratinu antI Financial Statistics

Certain operating and financial statistics orthe Department are summarized in the following tables.
Unless otherwise noted, tables provided herein contain data furnished by the City and County.
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Table II

~flV Customer Accounts as of June 2017

Sewer Non-
Regular residential
Monthly Cesspool 55 Percent

Customer Class Charges Per Call Surcharge Total Accounts

- Public Sewer
10- Single family/duplex 131,814 516 183,782,792.12
15- Mixed residential 6.139 110,202,346.36
20- Multi-family 308 3,496,370.10
25- Mixed users 347 15,660,381.34

WWRes Accts 138,608 516 313,141,889.92

30- Commercial 4,936 64,986,864.98

40 - Ilotels
225 26,267.287.63

$0 - Industrial 340 1,663,455.81
61—US Military
Installation 5 622,235.45

62- US Non-military 24 529,526.85

63 - State 204
21,347,379.87

6$ - City 151 1,527,984.43
70- Agriculture 2 2,336.91

80- Religious 456
2,550,292.39

Unknown 2,046
21,347,379.87

WW Non-res Aects 8389 140,844,744,19
Total WW Accts 146,997 453,986,634.11
%~VWAccts 31.02%
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Table 12

History of New Sewer Connections by Type

Fiscal Year Ended
June30 Single Family Multi Family Nonresidential Total

New Units New Units ESDUs ESDUs ESDUs
2010 221 324 227 0 448
2011 403 739 517 79 9g9
2012 756 758 531 63 1,349
2013 230 1,241 838 30 1,098
2014 60 736 497 59 616
2015 217 1,681 1,177 143 1,537
2016
2017

Fiveyearaverage 333 1031 712 75 1120
Projected annual growth

Table 13

Existing Sewer Users
Fiscal Year Ended June 30, 2017

Number of
Equivalent Estimated

Single-Family Wastewater
Number of Dwelling Units Flow

Customer Classification Living Units (ESDUs~ (MGD1

Residential
Single ranuly/duplex 137,906 137,906
Multi-family residences 125,562 87,226
Less: Hawaii Kai 994 994

Total residential
Nonresidential
Infiltration/In flow

Total

Table 14

Historic Population Growth
Oaliu, 2006-2015

Calendar Resident Dc facto
Year Population Population’
2006 926,954 967,400
2007 925,335 963,577
2008 933,680 962,908
2009 943,177 972,202
2010 956,325 988,095
2011 966,279 1,000,453
2012 975,909 1,018,693
2013 984,730 1,031,099
2014 988,586 1,039,417
2015 993,166 1,048,836

Includes ~1sitor population.
Source; State of i/await, Department ofBusiness, Economic Developnw;,r & Tour/sn,. Data Book 2016.
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Table IS

Number of Equivalent Single-Family Dwelling Units (ESDUs)

Fiscal Year Single-Family Multifamily Commercial Total
EndinE June 30 Units Units ESDUs ESDUs ESDUs

2008 135,582 119,303 82,933 78,226 296,741
2009 136,019 120,083 83,479 78,241 297,739
2010 136,240 120,407 83,706 78,241 298,187
2011 136,643 121,146 84,223 78,320 299,186
2012 137,399 121,904 84,754 78,383 300,536
2013 137,629 123,145 85,892 78,413 301,934
20)4 137,689 123,881 86,089 78,472 302,250
2015 137,906 125,562 87,266 78,615 303,787
2016
2017

Table 16

Wastewater Flows by Treatment Facility (MGD)~

Design
Treatment Facility2 Capacity1 2017 Flow4

Sand Island 94.50 68~58
Kahuku WWTI’ 0.40 0.18
Honouliuli WWTP 38.00 27.71
Waimanalo WWTP 1.10 0.54
Kuliouou WWPS (Hawaii Kni WWTP)24 --

Wahiawa WWTP 2.50 1.48
Kailun WWTP 15.25 14.17
Waianae W~VTP 5.20 3.69
Paalaa Kai ~VWTP 0.14 0.11
Laie \~‘RF 0.90 0.48
TOTAL: 157.99 116.93

Avenige dcv atuiualJloir (1DAF). MOD. liistoricfioirs ~rere 100.05 hlGDfi,r Fl 20)2. 99.50 AllGDfor FF2013, 105.44 AlODjor FF2013
and 10543 AIODJbrF)20l5.
Does not include 0.5) iiGD ofJlowfrooi the City cml County s Kultnnou Jl’Wf’S which is treated by the hawaii Kal IJ’IrTP, apr/vote Ireatn,ent
J1icilkv.

.ID.IF ext/tooted based on 105% ofdesign c~q,acityfor average dry ,rearherJlow.
The Kuliouou II’U’PS does not provide treatment, hut pumps wastewarerfro,n ii Deporiniem Collection System 10 0 private treatment plant
(Jiairaii Kcti IJ’fl’7’1’). Inclusion here is to show total volunte oJ’irasteirater (mottled by the Deporlenesu.
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Table 17

History of Major ~Vastewater Revenue Sources

Fiscal Year Sewer
Ended Service ~Vastewater System

June30 Charges’ Facility Charges2

2008 219,906,956 5,024.765
2009 250,264,958 1,555,359
2010 299,501,972 6,686130
2011 343,659,885 3,224,263
2012 357,158,868 5,093,736
2013 368,I24,784~ 4,056,750
2014 384,095,528~ 5,965,191
2015 387,957,I58~ 9,093,869
2016 409,499,046 8,657,646
2017 447,457,260 10,585,600

Liter sen’ie~ charge only — itoes not include con/led lv,, or lateral ‘oslo I/aim,, charges.

Flucz,aslios,s in iI’asie,saier Sptesi, Fact/it,’ Clunges are due largely Ia the (truing t;fsnaj’or development p;’oftcts.

DiJl~rsfrai,, presenuwian in Table 9 due to ihseJhci ti,aj h?forosarion presented in i/its Table 17 is presenter! in coujbi’ssrusice ic/rh G1L-IP
whereas itt/brmatios, in Table 9 is presented hi accordance lcii/, dLy’initEu;ls presented ii, the First lionS Resolution,

Rat es’j n I Clii rges

In June 2011, the City and County adopted a rate ordinance providing for increases in wastewater
rates and future rate adjustments over the six-year period from July 1,2011 through June 30.20!?. In May 2012, the
City and County adopted Ordinance No. 12-7 providing for structural, but revenue neutral, changes to wastewater
rates from July 1,2012 through June 30. 2017. The schedule of rates under the Ordinance No, 12-7 is intended to
allow for financial planning and projection for the Department and the City and County. Tables Band 19 below set
forth schedules tinder the Ordinance No. 12-7 for residential and non-residential users, respectively. Table 20 sets
forth a schedule of Wastewater System Facility Charge adjustments, effective July I, 2012 (Ordinance No. 12-7)
through June 30, 2017.
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Table 18

Schedule of Residential Sewer Service Charges

Effective July l,20l6

Effective July 1 of:
Single-family and duplex dwellings served by city water
system per dwelling unit per month:

I. Monthly base charge 2013 $65.76

2014 68.39
20l5 71.81
2016 77.55

2. Charge per 1,000 gallons of metered water consumed, 2013 $3.93
the water consumed reduced by the ~vater irrigation 2014 4.08
factor of 20%; provided that residential users who 2015 4.29
install and maintain a water meter for submetering 4.63
nonsewer water shall not have the water consumed —

reduced by the water irrigation (hetor.

Single-family and duplex dwellings not served by city water
system per dwelling unit per month

2013 $94.03
2014 97.79
2015 102.68
2016 110.89

Multiple-unit dwellings served by city water system per
dwelling unit per month

I. Monthly base charge 2013 $45.21

2014 47.02
2015 49.37
2016 5332

2. Charge per 1,000 gallons of metered water consumed, 2013 $3.93
the ‘water consumed reduced by the water irrigation 2014 4.08
factor of 20%; provided that residential users who 2015 4.29
install and maintain a water meter for subinetering 463
nonsewer water shall not have the water consumed —

reduced by the water irrigation factor.

Multiple—unit dwellings not served by city water 2013 573.47

2014 76.41
2015 80.23
2016 86.65
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Table 19

Schedule of Non—Residential Sewer Service Charges

Effective July 1,2016

Effective July I of:
Domestic Strength ~Vastewater:

I. Metered %Vater Usage:
(I) Monthly base charge per Equivalent Single

Family Dwelling Unit (ESDU): 2013 565.76

2014 68.39
2015 71.81
2016 77.55

(2) Charge per 1,000 gallons of metered water
consumed, the water consumed reduced by the
water irrigation factor of 20%: 2013 53.93

201$ 4.08
2015 4,29
2016 4.63

2. Metered Wastewater Discharge:
(I) Monthly base charge per Equivalent Single

Family Dwelling Unit (ESDU): 2013 565.76
2014 68.39
2015 71.81
2016 77.55

(2) Charize per 1,000 gallons: 2013 53.93
2014 4.08
2015 4.29
2016 4.63

Extra Strength ~Vastewater
I. Charge per 1,000 gallons of metered water consumed,

the water consumed reduced by the ‘cater irrigation
factor of 20%, use the following formula: 2013 53.93

2014 4.08
0.857 ÷ 0.I$3(SSni/200) multiplied by applicable rale 2015 4.29

2016 4.63

2. Charge per 1,000 gallons of wastewater discharge,
use the following formula: 2013 53.93

2014 4.08
0.857 ÷ 0.l43(SSmI200) multiplied by applicable rate 2015 4.29

2016 4.63
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Table 20

Schedule of Wastewater System Facility Charges
July 1,2016

(I) Residential wastewater system facility charge per ESDU:

Fiscal l’enr Amount
2012/13 S5,878
2013/14 6,055
2014/IS 6,236
2015/16 6,424
2016/17 6,616

(2) Low—income housing wastctvater system facility charges per ESDU:

Fiscal Year Amount
2012/13 $1,216
2013/14 1,252
2014/15 1,290
2015/16 1,329
2016/17 1,368

(3) Nonresidential wastewacer system facility charge for domestic strength wastewater per ESDU:

Fiscal \‘ear Amount
2012/13 $5,878
2013/14 6,055
2014/15 6,236
2015/16 6,424
2016/17 6,616

(4) Nonresidential wastewater system tbcility charge for extra-strength wastewater per ESDU based on the
following formula:

Wastewater System Facility Charge for extra-strength wastewater = A + ((SS1/200) x 13)

where SS1 = the imputed suspended solids loading, in mg/L and applicable values for terms “A” and “B” are
set forth as follows:

Terms in Extra—Strength
Fiscal Year Surcliar~e Formula

A B
2012/13 5,053 825
2013/14 5,205 850
2014/15 5,361 876
2015/16 5,522 902
2016/17 5,687 929

D[:Br kNl) FIN \NcI ~l. rol,tcif:s \Nl) l2cDE1nl~nsl:ss

(;enoral

The City Council, by resolution adopted on November 10, 1998, established the Debt and Financial
Policies for the Wastewater System to provide a general framework for the conduct of financial activities and has been
in compliance with such policies since their adoption. Such debt and financial policies specify, among other things,
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that the City and County will target to maintain revenues (excluding Wastewater System Facility Charges) of 1.60
times senior revenue bond debt service and 1.25 times debt service for all revenue bonds, regardless of the priority of
lien. It is expccted that the City and County will adopt increases in the sewer service charges necessary to meet the
debt service coverage requirements prescribed in its debt and financial policies. The debt and financial policies do
not constitute an agreement with holders of Bonds, and the City and County has not undertalen any obligation to such
holders or any other person to comply with such policies or to meet such targets. Since establishment ofthese policies
in November 1998, the Wastewater System has consistently met or exceeded all policy requirements.

In; esi men ts

The City and County manages its own investment portfolio in accordance with State law and a
written investment policy of the City and County. The City and County does not engage in pooled investments,
speculate with investments or leverage its investments. The City and County’s investment portfolio does not include
any derivative or auction rate securities. The City and County’s philosophy and policy in managing its investments
is: first, forsafety of public funds; second, for liquidity, so that funds are available when needed; and third, for yield,
after the first two considerations are met. All Sewer Fund investments, except for a single investment agreement
holding the common reserve subaccount for the Senior Series 2006 Bonds issued under the First Bond Resolution, are
managed as part of the City and County investment poo1.

I idebtetlness

Table 21 sets forth the Senior Bonds and Junior Bonds of the City and County secured by the Net
Revenues under the First Bond Resolution atid the Second Bond Resolution as of July 1,2017, prior to the issuance
of the Senior Series 2018 Bonds and Junior Series 2018 Bonds. Table 22 sets forth the debt service requirements for
the Senior Bonds and Junior Bonds, prior to the issuance or the Setiior Series 2018 Bonds and Junior Series 2018
Bonds.

Table 21

Outstanding Wastewater Revenue Bonds

Original Issue Amount Outstnnding
Senior Bonds Amount as of December 1,2(117

Senior Series 2007 Bonds S 171,890,000 S 0
Senior Series 2009 Bonds 148,285,000 90,790,000
Senior Series 2010 Bonds 204,435,000 189,635,000
Senior Series 2011 Bonds 169.190,000 76,935,000
Senior Series 2012 Bonds 265,610,000 215,200,000
Senior Series 2015 Bonds 560,655,000 545,005,000
Senior Series 2016 Bonds 418,550,000 418,440,000
Total $1,536,005,000

Junior Bonds

- $ 4,790,695JuniorSeries 1998 Bonds 5264,b2,890
Junior Series 2008 Bonds 112,440,000 3,900,000
Junior Series 2009 Bonds 127,045,000 52,425,000
Junior Series 2010 Bonds 100,755,000 100,755,000
Junior Series 2015 Bonds 138,275,000 35,280,000
Junior Series 2016 Bonds 29.605,000 29,025,000
Totnl $326,175,695

In addition to the outstanding Senior Bonds and Junior Bonds shown above, S_____________
principal amount of State Revolving Fund loans (classified as Subordinate Obligations under the Bond Resolution)
and S____________ of Reimbursable Obligations were outstanding as of July 1,2017. All of the outstanding Senior
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Bonds, Junior Bonds, Stale Revolving Fund loans, and Reimbursable Obligations are fixed rate obligations, and the
City and County has not entered into any interest rate swap agreements or other derivative product arrangements with
respect to any of these obligations.

No Obligations Subject to Mandatory Purchase or Acceleration

The City and County currently has no outstandingvariable rate obligations subject to purchase by
the City and County upon an event of default and no direct bank loans or other obligations subject to acceleration
upon an event of default which are, in either case, secured or othenvise supported by the Net Revenues, atid no
privately placed energy leases. The City and County couJd in the future incttr such obligations under certain
circumstances, and such obligations may under certain circumstances be subject to payment in full prior to the payment
of the Senior Bonds and the Junior Bonds.
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lolile 22

Revenue Bond Debt Senice Requirements
(Ycan Ending June30)

Debt Sal ice el D:bi Senice Dcbt Sen ice on Ocl,t Senec
Fitcal 2:110 Se,’ei en OullIanitonc Total Snoor 2:111 Juriiot on OoIotandin~ Tolal leon: Debt Ohio Total
le,n fisoob LeOWIS I≥th~itu~ Un~o11 au61141 ~cnhro il*L5enlie Dell Sen ice

tI10 $ 113.4601796 S 34,07’IAIll
21119 I 13j)3 .079 34,073,117

113.919,713 34.665,496
I 113.691.075 34.665.296

2:122 13,096.191 34494 $113
21:23 13,629.245 34MII.117
2024 II1,2’)7.I Ii 34 6711.601
21)25 i 3.491592 73217.519

I 12.591,670 39 239.167
21)27 113.152.316 39,243.642
21121 12 914.434 33 243 491
2)129 I I2,o’14.401 35 370,439
2:130 1:0,241.621 2 6l10.hlK,
2:131 1119,369.423 12110.109
21132 1)53,644.419 12 III’ 6W,
21133 ~3,l$I.395 12 lO1,l~
31134 ‘31.936.373
20)35 96416136
2036 011,23)197
21137 10217 235
21)31 74,474 576
2:13’? 65,4531 13
211411 65.235.342
2641 11411325
2:112 35,506,760
21611 33.415.421
2)614 23.27.0203
31145 25.2769501
21611, 25,211.732
31147 13,1113,6511
Total 5261)5.111,7111 3470 $17,221
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FINANCIAL SF~\1Ei~lENTS

The operations of the Department are accounted for in the Sewer Fund and the Wastewater System
Facility Charge Account. The Sewer Fund is classified as an enterprise fund of the City and County and is currently
audited as a part of the City and County’s general purpose financial statements that are prepared annually.

Extracts from the financial statements of the City and County as of June 30, 2017, relating to the
Sewer Fund, together with the auditor’s report thereon delivered by KMH LLP, may be found at the website of the
City and County at https://www.honolulu.gov/budgellbudget-cafr.htnil, or may be obtained from the Department by
request to the attention of the Director of Budget and Fiscal Services, City and County of Honolulu, 530 South King
Street, Honolulu, Hawaii 96813. Except for such financial statements and auditor’s report, the contents of the City
and County’s ~vebsite are not part of this Official Statement and are not incorporated herein by the above reference.
KIVIH LLP has not reviewed and has no responsibility with respect to this Official Statement.

The Bond Resolution requires the Department to maintain and keep proper books ofaccount relating
to the Wastewater System and in accordance with generally accepted accounting principles. The Bond Resolution
also requires that within one hundred eighty (180) days after the end of each Fiscal Year the Department will cause
such books of account to be audited by an independent certified public accountant. Such audit may be part of a
comprehensive audit of the City and County if the Wastewater System in such audit is treated as an “enterprise fund”
and the revenues and expenses of the Wastewater System are stated in a manner which permits identification by
category of the sources and uses of the Revenues.

The following tables have been extracted from audited financial statements of the City and County
relating to the Department. It should be noted that “Revenues” as defined in the Bond Rcsolution does not include
Wastewater System Facility Charges.

Table 23 summarizes revenues and expenses and Table 24 provides fund balances, both reflecting
enterprise accounting and consistency ‘vith GASS 34 reporting requirements.

Tnble 23

Depnrtrnent of Environmental Services
Sewer Fund
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Enterprise Fund Statement of Revenues, Expenses and Charges in Retained Earnings (Deficit)
(Dollars in Thousands)’

2015 2016 2017

Operating Revenues:
Sewer Service Charges $ 387.957 S 411,996
Oilier Revenue 9.432 11.802

Total Operating Revenues S 397,389 423,798

Operating Expenses:
Administrative and general $ 55,308 $ 48,599
Maintenance 494 509
Depreciation 58,111 62,384
Contractual services 16,945 20,881
Fringe benefits 23,140 20,294
Materials and supplies 11,269 13,803
Fuel and lubricants 1,211 902
Utilities 25,180 20.779

Total Operating Expenses S 191,658 S 188,151

Operating Income S 205,731 S 235,647

Nonoperating Revenues (Expenses):
Interest income S 1,196 $ 3,432
Interest expense (60,541) (51,542)
Forgiveness of advance
Other 4.834 2.724

Total Nonoperating Expenses $ (54,511) S (45,386)

Income before operating transfers
and contributed capital S 151,220 S 190.261

Operating Transfers Out (13,805) (13,426)
Contributed Capital 782 424

Change in Net Assets S 138,197 S 177,259

Net Assets at Beginning of Year, as restated2 51.308,705 51,446.902
Net Assets at End of Year S 1,446,902 51,624,161

DtfflrsJhs:t, p~-e.a’n1ana,; in Table 9 because h~finw,caio,, prssenied in this Table 23 is prest’uted “i eo,flnua,,ce with 0.44!’ rlwreas
inj?irouninn in Table 9 is preseiued ii, accordance irhh, tkjbs titans prestme~I in the First flood Resolution.

2015 thjftrs front 20/4 due to outfit restalenzen:. SL’e audit dociniu’,,tJbr details.
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Table 24

Department of Environmental Services - Sewer Fund
Enterprise Fund Balance Sheet’

(Dollars in Thousands)

ASSETS 21115 2016 21112
Current Assets:

Cash and cash equivalents $ 243,703 S 127,856
Investments 522,685 759,729
Receivables

Accounts 51,752 55,38!
Interest 174 1,124
Employee advances 951 894

Due from other Funds 321 325
Inventories of parts, materials and supplies at cost 15,251 15,406
Prepaid expenses 2.559 2.640

Total Current Assets S 837,396 S 963,355
Capital Assets, Net:

Land $ 45,410 S 45,839
Land improvements 3,511 3.841
Buildings and Improvements 1,126.292 1,137,389
Transmission and distribution system 1,563,612 1,749,530
Equipment and machinery 74,623 77,104
Construction work in progress 454,083 481,124
Accumulated depreciation (624.611) (685.255)

Total Capital Assets, Net S2,642,920 $2,809,572
Restricted Assets - investments 115,089 156,042
OtherAssets 1.314 265

Total Assets $3,596.71 9 53,929.234
Deferred Outflows of Resources:

Deferred refunding costs, net 21,358 35,887
Deferred pension costs 10,325 16.791

Total Assets and Deferred Outflows 53.628.402 53.981.912
LIABILITIES AND FUND EQUITY (DEFICIENCY)
Current Liabilities:

Accounts payable $ 56,568 S 48,153
Due to other funds 4 3
Interest payable-cLirrent 30,524 44,627
Notes payable-current 20,130 22,066
Bonds payable-current 45,573 51,813
Accrued Payroll 1,644 1,666
Other current liabilities 472 499

Total Current Liabilities $ 154,915 S 168,837
Notes payable 225,157 230,082
Net Pension Liability 90,284 88,686
General obligation bonds payable 853 784
Revenue bonds payable 1,665,702 1,817,024
Deferred credits and other liabilities 30.365 33.304

Total Liabilities $2,167,276 $2,338,717
Deferred Inflows of Resources: Deferred Pension Costs 14,224 19.034
Net Assets:

Invested in capital assets 713,781 785,313
Reserved for debt service 181,029 174,514

Unrestricted 552.092 664.334
Total net assets 51.446.902 SI.624.161
Total liabilities and net assets S3.628.402 S3.981.912

Totals may not add due to rounding
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EMPLOYEE RELATIONS AND EMPLOYEE BENEFITS

Employee Relations

The State Constitution grants public employees in Hawaii the right to organize for the purpose of
collective bargaining as provided by law. Chapter 89, Hawaii Revised Statutes, as amended, provides for 14
recognized bargaining units for all public employees in the Stale, including City and County employees. Nine of these
bargaining units represent City and County employees—Unit I (blue collar workers); Unit 2 (blue collar supervisors);
Unit 3 (white collar workers); Unit 4 (white collar supervisors); Unit 10 (institutional health and correctional workers);
Unit II (firefighters); Unit 2 (police officers); Unit 13 (professional and scientific employees); and Unit 14 (State
law enforcement officers and State and county ocean safety and water safety officers). Each bargaining unit designates
an employee organization as the exclusive representative of all employees of such unit, which organization negotiates
with the public employer.

The State and the counties are required to bargain collectively with the bargaining units, Decisions
by the employer representatives are delermined by simple majority vote, with Ihe Governor having six votes and each
of the county mayors, Chief Justice of the State Supreme Court and l-lawaii Health Systems having one vote for
bargaining units involving blue collar workers, blue collar supervisors, white collar workers, white collar supervisors,
institutional health and correctional workers, and professional and scientific employees. For bargaining units
involving firefighters and police officers, the Governor has four votes and each mayor has one vote.

Under State law enacted in 1995, if an impasse in any negotiation is declared, the parties may
attempt to resolve the impasse through mediation, fact finding and, except blue collar workers (who ore permitted by
law to strike), final and binding arbitration. Although State law characterizes arbitration as “final and binding,” it also
provides that all cost items are subject to approval by the respective legislative bodies. As applicable to bargaining
units with which Ihe City and County has collective bargaining agreements, Stale law only permits the bargaining unit
for blue collar workers to strike in the event of an impasse.

The status of negotialions and awards for wages and health benefits for the period from July 1,2017
to June 30, 2019 is as follows:

Unit I (blue collar workers): A new four-year collective bargaining agreement was ratified in
November2017 covering the period from July 1,2017 through June 30, 2021 for Unit 1 (blue collar nonsupervisory).
In addition to certain lump sum payments, lhe award provides for across the board wage adjustments of 3.2% on June
1,2018.3.45% on May 1,2019, 2M%on July 1,2019 and 2.0%on July 1,2020.

Unit 2 (blue collar supervisors): An arbitration award was issued April27, 2017. The award provides
for across the board wage adjustments of 2.0% on July 1,2017, 1.2% on January 1,2018, 2.25% on July 1,2018 and
1.2% on January I, 2019. The award also provides for continuation of step movement adjustments for eligible
employees.

Unit 3 (white collar workers) and Unit 4 (white collar supervisors): The award provides for across
the board wage adjustments of 2.0% on July 1,2017, 1.5% on January 1,2018,2.25% on July 1,2018, and 1.25% on
January I, 2019. The award also calls, for the deletion of the lowest step on the salary schedule effective January I,
2019.

Unit 10 (institutional health and correctional workers): Unit 10 represented by the UPW, AFSCME
Local 646, AFL-CIO, recently ratified a four-year contract covering the period from July 1,2017 through June 30,
2021.

Unit II (firefighters): An arbitration award was issued April 17, 2017. The award provides for
across the board wage adjustments of 2.0% on July I, 2017 and 2.25% on July I, 2018. The award also provides for
continuation of step movement adjustments for eligible employees.

Unit [3 (professional and scientific employees): An arbitration award was issued April 27, 2017.
The award provides for across the board wage adjustments of 2.0% on July 1, 2017, and 2.25% on July I, 2018. The
award also provides for continuation of step movement adjustments for eligible employees.
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Eniplayee Benefits

Set forth below is certain information regarding health care benefits, pension benefits and other
post-employment benefits for which City and County employees are eligible. The information included under the
captions “Pensions” and “Other Post-Employment Benefits” below relies on information produced by the ERS (as
defined under “Pensions” below) and the Trust Fund (as defined under “Health Care Benefits” below), respectively.
Actuarial assessments are “forward-looking” information that reflect the respectivejudgments ofthe fiduciaries of the
ERS and the Trust Fund. Such actuarial assessments are based upon a variety of assumptions, one or more of which
may prove to be inaccurate or be changed in the future, and will change with the future experiences of the ERS and
the Trust Fund.

flea/lit Care jJeiwJits

All regular employees of the City and County are eligible for coverage under health plans provided
through the State of Hawaii Public Employer-Union Health Benefit Trust Fund (the “Trust Fund”), which was
established in 2003 to design, provide and administer health and other benefit plans for State and county employees,
retirees and their dependents. The Trust Fund is administered by a ten-member Board of Trustees (the “Board”)
appointed by the Governor comprised of five union representatives and five management representatives. The Board
is responsible for determining the nature and scope of health plans offered by the Trust Fund, negotiating and entering
into contracts with insurance carriers, ruling on eligibility and establishing management policies for the Trust Fund
and overseeing Trust Fund activities. The Trust Fund currently provides medical, prescription drug, dental, vision,
chiropractic and group life benefits. Benefits with respect to regular employees are funded by a combination of
employer contributions set by collective bargaining agreement or by executive order (with respect to non-union
employees) and employee contributions through payroll deductions. Benefits for retirees are funded by employer
contributions based on a statutory formula.

In recent years, public and private health plan providers nationwide and in Hawaii, including tlte
Trust Fttnd, have experienced substantial increases in health care costs. In the case of the Trust Fund, the current
fiscal situation faced by the State and county employers has made it extremely difficult for the employers to increase
employer contributions for health benefits in order to maintain the historical employer-employee contribution ratio.
In the past, the Board has attempted to mitigate health plan rate increases by modifying benefits, and employees have
been required to bear a larger share of the increased rales. The City and County cannot predict what actions will be
taken (including changes to future plan benefits or employer-employee contribution rates) to address the impact of
rising health care costs on the Trust Fund or what financial effecLs such changes may have on the City and County.

Oilier Posi-Empioyineiii lie,iefirs

Eligible employees of the City and County, including those of the Department, participate in
retirement health care coverage plans provided by the Trust Fund. The City and County allocates a share of its required
employer contributions to the Department. For FY 2017, the City and County calculated the Department’s
proportionate share of its total annual required contribution (ARC) at %. The Department’s FY 2017 contribution
of S million represented % of its share of annual OPEB cost. The Department’s allocatedshare of the City
and County’s net OPEB obligation was S million at fiscal year-end 2017. Under current accounting standards,
thc Department does not report a share of the City and County’s unfunded actuarial accrued liability (UAAL) for
retiree healthcare.

Beginning with the Fiscal Year ending June 30, 2008, state and local governments are required to
account for and report other post-employment benefits (“OPEBs”) under Statement No. 45 (“GASB 45”) issued by
the GASB. OPEBs consist of certain health and life insurance benefits provided through the Trust Fund to retired
State and county employees and their dependents, including retired City and County employees and their dependents.
The Trust Fund operates as an agent multiple employer defined benefit plan; liabilities and contribution requirements
are measured for each participating government employer and the assets of each employer are held in separate
accounts, although pooled for investment purposes. Beginning in Fiscal Year 2015, employer contributions to the
Trust Fund for these benefits are determined by the Trust Fund based on an actuarial analysis of the amounts required
to prefund the retiree benefits. The following table describes the number of retired and active City and County
employees receiving OPEBs at July I, 2013 and July I, 2015:
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Table 2$

City and County of Honolulu Retiree Health Care Plan
Membership

Category July 1,2015 July I, 20l3
Retirees 6,974 6,776
Deferred Inactives 782 777
Actives 8.786 8,568

The Trust Fund biennially commissions actuarial studies of the OPEB obligations of the State and
each of the four counties. This section contains certain information relating to the Trust, derived primarily from
information produced by the Trust, its independent accountant and its actuary. The City and County has not
independently verified the information provided by the Trust, its independent accountant and its actuary, and makes
no representations nor expresses any opinion as to the accuracy of such information. The comprehensive annual
financial reports of the System are available on the State’s website at http://portal.ehawaii.gov, and other information
about the System are available on the System’s website at littp:/Jeutfehawaii.gov. Such documents and other
information are not incorporated herein by reference.

In the most recent actuarial valuation report for the year ending June 30, 2015, the Trust Fund’s
actuarial consultant calettlated the Annual Required Contributions for the Fiscal Years ending June 30, 2017 and 2018
and provided an estimate of the actuarial accrued OPEI3 liabilities under GASB 45 for each participating employer.
The City and County’s actuarial accrued liability was estirnaied to be 52.009 billion, its tinfttnded actuarial accrued
liability was estimated to be 51.766 billion, with a funded ratio of 12.1%. The City and County reported a net OPEB
obligation of S_ million for Fiscal Year 2017, compared with S million for Fiscal Year 2016. The actuarial
calculations for the City and County assumed full prefunding of its obligation and a discount rate of 7%. The annual
required contribution is estimated to be approximately S million for Fiscal Year 2019 with full prefunding,
compared to $__ million for Fiscal Year 2018. The annual 0P8I3 cost was S_million for Fiscal Year 2017,
compared to SI 54.3 million for Fiscal Year 2016.

Transfers to the Trust Fund to prefund the City and County’s OPEB obligations are determined on
a year-by-year basis. For Fiscal Years 2013—2016, the City and County transferred the following respective amounts
to the Trust Fund for this purpose: $38.5 million, S41.5 million, $47.1 million and $30.8 million. An additional
transfer in the amount of $48.8 million was made for Fiscal Year 2017 on July 29, 2016.

Act 268, Session Laws of I-lawaii 2013, requires EUTF to establish and administer a separate trust
fund account for each public employer for the purpose of receiving irrevocable employer contributions to prefund
aPES benefit costs. The City and Countys previouspre-funding contributions and related net investment earnings
were transferred to its OPEB Trust account. Act 268 requires all public employers within the State to contribute
annually to the Trust Fund the full amount of their actuarially-determined contributions beginning in Fiscal Year
2019, and obligates the State finance director to use the transient accommodations tax and other revenues collected
by the Slate on behalf of a county to supplement deficient county contributions. Th~ Act’s full-funding requirement
is being phased in over a five-year period, with employers required to contribute 20% of their actuarially-determined
contributions in Fiscal Year 2015, 40% in Fiscal Year 2016, 60% in Fiscal Year 2017, 80% in Fiscal Year 2018 and
100% in Fiscal Year 2019. The Trust actuary determines the contributions required under Act 268 by first establishing
the amount of the full actuarially-determined Annual Required Contribution (ARC), then deducting the amount paid
by the employer to cover pay-as-you-go benefits, then applying the required payment percentage (e.g. 60% for FY
2017) to the remaining portion of the hill ARC.

The following table shows the City and County’s ARC, actual contributions and, for fiscal years
2015 102017, the contribution requirements of Act 268.
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Table 26

City and County of Honolulu: History of OPEB Contributions
(dollar amounts in thousands)

Benefit EUTE %of Act268 Act268
Fiscal OPEB Payment Trust Total City ARC Minimum Minimum
Year ARC (Pay-Go) Deposit Contribution Paid Percentage Contributionn)

2011 $150,711 $62,844 -0- $ 62,844 42% 0% NA
2012 153,979 63,077 40.000 103,077 67% 0% NA
2013 140,695 68,101 38,500 106,601 76% 0% NA
2014 144,624 65,511 41,540 107,051 74% 0% NA
2015 147,058 64,683 47,123 111,806 76% 20% $15,708
20l6~ 152,205 69,470 30,845 l00,3L5 66% 40% 30,845
2017 161,233 79,905 4g,797(3t 128,702 80% 60% 4g7970)

tO 77it’ ,4er 268 ;nininwrn conrril,utio,,s are based on the requiredsianaoiype.re,irages applied to the thfference between the ARCond
projecrcdpay-as-you go amounts of36&518 ‘in//ion for Fl 2015 andS7S.092 niiI/ionJor FF2016, mi/icr ihwi the acrua1pay-o.c~vou-go amounts
fir retIrees,

11f (iowa/ned,
~ C’a,,rributiot, made on 1,,!, 29, 2016.

The following table seLs forth the OPEB funding progress for the City and County since F~’ 2007:

Table 27

City and County of Honolulu: OPEB Funding Progress
(dollar amounts in thousands)

UAAL as a
Actuarial Actuarial Actuarial Unfunded Percentage
Valuation Value of Accrued AAL Funded Covered of Covered

Date AssetstD Liability (UAAL) Ratio Payroll Payroll

July 1,2015 $242,593 $2,009,083 $1,766,490 12.1% $613,054 288.1%
July 1,2013 123,406 1,795,635 1,672.229 6.9% 551,642 303,1%
July 1,2011 40,177 1,776,061 1,735,884 2.3% 548,355 316.6%
July 1,2009 40,110 1,924,859 1,884,749 2.1% 556,742 338.5%
July 1,2007 -0- 1,242,255 1,242,255 0.0% 524,258 2370%

~ According to mibrma,ion recently provided hr the Tn,s, Fund. the ia/ne of/he City and Coiouv s Ol’EB assets as ofJune 30. 20/6
ii’as 3221.98 ‘ni/I/em.
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The OPEB ARC, actuarial accrued liability, and unfUnded actuarial accrued liability are provided
by the Trust Fund’s actuary, measured in the most recent actuarial valuation report as of July 1,2015. Significant
actuarial methods and assumptions utilized in the Trust Fund’s 2015 Actuarial Valuation Report are as follows:

Amortization method Level percentage, closed
Equivalent single amortization period 26.2 years
Asset valuation method Market
Actuarial assumptions

Inflation rate 3.00%
Investment rate of return 7.00%
Projected salary increase 3.50%
Healthcare inflation rates

PPO 9.00% initial, 5.00% after 8 years
HMO 7.00% initial, 5.00% after 8 years
Dental 4.00%
Vision 3.00%
Medicare Part B Initial rate of 3.00%, 5.00% after 2 years
Life Insurance 0.00%

In June 2015, GASH approved new accounting and financial reporting standards for state and local
government OPEB. Statement No. 74, Financial Reporting,for Poste;nploynwnt Benefit Plans- Other 71w,, Pension
Plans (GASH 74) applies to OPEB plans. Statement No. 75, Accounting and Financial Reporting for
I’osteinploy,nem )3ene/Its Oilier Titan Pensions (GASH 75) applies to state and local employers that sponsor OPEB.
Generally, the new OPEB standards parallel those applied to defined-benefit pension plans and participating
employers by GASH 67 and 68, respectively. The new standards introduce new procedures for measuring OPEB
liabilities and costs, require employers to report a net OPEn liability on (heir financial statements, and require more
extensive disclosure in plan and employer financial statements. GASH 74 will be efl’ective for plans with fiscal years
beginning afler June 5,2016. GASH 75 will be effective for employers for fiscal years beginning after June 15,
2017. The City and County has not determined the potential impact of the new standards on its financial statements.

Pensions

All eligible emplayees ol’the City and County, including those of the Department, are covered under
the Employees’ Retirement System of the State (the “System” or “ERS”), a cost-sharing, multiple employer defined
benefit pension plait that provides retirement, disability and death benefits funded by employee contributions and by
employer contributions, As is further described below, employer contributions are set by State statute as a percentage
of the covered payroll. The Sewer Fund’s contribution requirements as of June 30, 2017, June 30, 2016 and 2015
were approximately S , $7.5 million and 57.6 million, respectively. At June 30, 2017, (lie Sewer Fund
reported a liability of S million for its proportionate share of the net pension linbility.

This section contains certain information relating to the System, derived primarily from information
produced by the System, its independent accountant and its actuary. The City and County has not independently
verified the information provided by the System, its independent accountant and its actuary, and makes no
representations nor expresses any opinion as to the accuracy ofsuch information. The comprehensive annual financial
report of the System and most recent valuation report of the System may be obtained by contacting the System. The
camprehensive annual financial reports of the System are also available on the State’s website at
http;//portal.ehawaii.gov. and other information about the System is available on the System’s website at
http:!lers.ehawaii.gov. Such doctiments and other information are not incorporated herein by reference.

The System uses a variety of assumptions to calculate the total pension liability, net pension liability,
annual pension expense and other actuarial calculations and valuations of the System and, in turn, to attribute a share
of its liabilities and costs to participating employers, including the City and County. No assurance can be given that
any of the assumptions underlying such calculations and valuations will reflect the actual results experienced by the
System. Actuarial assessments are “forward-looking” information that reflect thejudgment of the fiduciaries of the
pension plans, and variances between the assumptions and actual results may cause an increase or decrease in. among
otherthings, the System’s total pension liability, net pension liability or funded ratio and, in turn, the City and County’s
share of the System’s costs and liabilities. Actuarial assessments will change with the fUture experience of the pension
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plans. See “—General !q)h~’nzation” and “—Acu,arhu/ Valuation” herein for more information on the actuarial
assumptions used by the System.

General Information

The System began operation on January I, 1926. The statutory provisions of I-IRS Chapter 88
govern the operation of the System. Responsibility for the general administration of the System is vested in a Board
of Trustees, with certain areas of administrative control being vested in the State Department of Budget and Finance.
The Board of Trustees consists of eight members: the Director of Finance of the State, cx officio; four members of the
System (two general employees, one teacher, and one retiree) who are elected by the members of the System; and
three citizens of the State (one of whom shall be an officer ofa bank authorized to do business in the State, or a person
of similar experience) who are appointed by the Governor and may not be employees of the State or any county. All
contributions, benefits and eligibility requirements are established by statute, under I-IRS Chapter 88. and may only
be amended by legislative action.

The ERS provides retirement, disabil ity and death benefits that are covered by the provisions of the
noncontributory, contributory and hybrid retirement plans. The three plans provide a monthly retirement allowance
equal to the benefit multiplier (generally 1.25% or 2%) multiplied by the average final compensation (AFC) multiplied
by years of credited service. The benefit multiplier decreased by 0.25% for new hybrid and contributory plan members
hired after June 30, 2012, For members hired before January I, 1971, AFC is the higher of the average salary earned
during five highest paid years of service, including the payment of salary in lieu of vacation, or the three highest paid
years ofservice excluding the payment ofsalary in lieu of vacation. For members hired on or after January I, 1971
and before July 1,2012, AFC is based on the three highest paid years of service, excluding the payment of salary in
lieu of vacation. For members lured after June 30, 2012, AFC is based on the five highest paid years of’ service,
excluding the payment of salary in lieu of vacation.

For members hired before July I, 2012, the original retirement allowance is increased by 2.5% each
July I following the calendar year of retirement. This cumulative benefit is not compounded and increases each year
by 2.5% of the original retirement allowance without a ceiling (2.5% of the original retirement allowance the first
year, 5.0% the second year, 7.5% the third year, etc.). For members hired after June 30, 2012, the post-retirement
annuity increase was decreased to 1.5% per year.

Retirement benefits for certain groups, such as police officers, firefighters, some investigators,
sewer workers, judges, and elected officials, vary from general employees. Further details of the benefits provisions
of the pension plans may be found in the City and County’s Comprehensive Annual Financial Report and in the
financial and actuarial reports of the System. The System is funded front contributions by employers and, for the
contributory and hybrid plans, by employees as well, Employer contribution rates are set by statute.

CU and County Pension Obligations

This section contains certain historical information regarding the City and County’s pension
obligations at June 30, 2016, as set forth in the City and County’s Comprehensive Annual Financial Report for the
fiscal year ended on that date. Such historical information is derived from the System’s 2015 actuarial valuation report
(the “2015 Valuation Report”). As noted in subsequent sections below, the System’s 2016 actuarial valuation report
(the “2016 Valuation Report”) reflects certain changes in actuarial assumptions adopted by the ERS Board. Such
changes, including principally a reduction in the assumed investment rate from 7.65% to 7.00%. materially affect the
prospective information regarding the ERS presented in sttch subsequent sections,

As of Fiscal Year 2015, the City and County’s financial reporting for pensions conforms to GASB
Statement No. 68 (GASB 68), Accounting and Financial Reporting for Pensions. GASB 68 requires government
employers participating in cost sharing multi-employer plans such as ERS to report a proportionate share of the net
pension liability and pension expense of the plan. These measurements were provided by the System’s consulting
actuary. based on the actuarial valuation of the System.

At June 30, 2016, the City and County reported a liability ofSl.52l billion for its proportionate
share of the net pension liability. The net pension liability was measured as of June 30, 2015, and the total pension
liability used to calculate the net pension liability was determined by an actuarial valuation as of that date. The
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System’s net pension liability as of June 30, 2015 was 58.733 billion. The City and County’s proportion of the net
pension liability was based on the actual employer contributions to the pension plan relative to the contributions of all
participating employers. At June 30, 2015, the City and County’s proportion was 17.41%, which was an increase of
1.10% from its proportion measured as of June 30, 2014.

For the year ended June 30, 2016, the City and County recognized pension expense of 5178.706
million.

Contributions are established by I-IRS Chapter 88 and may be amended through legislation. The
employer rate is set by statute based on the recommendations of the ERS actuary resulting from an experience study
conducted every five years. Since July I, 2005, the employer contribution rate is a fixed percentage ofconipensation,
including the normal cost plus amounts required to pay for the unfunded actuarial accrued liabilities. The contribution
rates for Fiscal Year 20)6 were 25.00% for police and firefighters and 17.00% for all other employees. Contributions
to the System from the City and County foriune 30, 2016, 2015, and 2014 were $129,245 million, $132308 million
and 587.979 million, respectively.

The employer is required to make all contribtttions for members in the noncontributory plan. For
contributory plan employees hired prior to July 1,2012, general employees are required to contribute 7.8% of their
salary and police and firefighters are required to contribute 12.2% of their salary. For contributory plan employees
hired after June30, 2012, general employees are required to contribute 9.8% of their salary and police and firefighters
are required to contribute 14.2% of their salary. Hybrid plan members hired prior to July I, 2012 are required to
contribute 6.0% of their salary. Hybrid plan members hired after June 30, 2012 are required to contribute 8,0% of
their salary.

Table 28

SCHEDULE OF EMPLOYER PENSION CONTRIBUTIONS
(dollar amounts in thousands)

Actual Contributions
Statutorily Contributions Contribution City and as a % of

Fiscal Year Required Recognized Deficiency County’s Covered
(June 30) Contribution by the Plan (Excess) Covered Payroll Payroll

2012 S 89,275 $ 81,690 ($7,585) $517,862 15.77%
2013 93,503 87,840 (5,663) 509,130 17.25%
2014 102,885 87,979 (14,906) 536,304 16.40%
2015 121,465 132,308 10,843 576,916 22.93%
2016 135,217 129,245 (5,972) 599,494 21.56%

The following table presents the sensitivity of the City and County’s proportionate share of the net
pension liability, recorded at June 30, 2016 based on the 2015 Valuation Report, calculated using the discount rate of
7.65%, as well as the City and County’s proportionate share of the net pension liability if it were calculated using a
discount rate that is I-percentage-point lower (6.65%) or I-percentage-point higher (8.65%):

Current
1% Decrease (6.65%) Discount Rate (7.65%~ 1% Increase (8.65%)

City and County’s share
of net pension liability $1,952,393 S 1.520.529 S .038,667
($000)
Sewer Fund’s share of
net pension liability SI 13,875 588,686 $63,498
($000)
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The total pension liability in the 2016 Valuation Report was determined using the following
actuarial assumptions, applied to all periods included in the measurement:

Inflation 3.00%
Payroll growth rate 3.50% per annum
Investment rate of return 7.00% per annum

The same rates were applied to all periods. There were no changes to ad hoc postemployment
benefits including COLA. Post-retirement mortality rates were based on either the Client Specific Tables, for general
employees, or the 1994 US Group Annuity Mortality Static Table, for police and firefighters. Pre-retirement mortality
rates were based on the RP-2000 Mortality Tables.

The actuarial assumptions used in the 2015 Valuation Report were based on the results of an
actuarial experience study for the five-year period ending June 30, 2010. ERS updates the experience study every
five years.

The long-term expected rate of return on pension plan investments was determined using a “top
down approach” of the Bespoke Client-Constrained Simulation-based OptinfizaLion Model (a statistical technique
known as “re-sampling with replacement” that directly keys in on specific plan-level risk factors as stipulated by the
IERS Board) in which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan
investment expenseand inflation) are developed for each major asset class. These ranges are combined to produce
the long-term expected rate of return by weighting the expected future real rates of return by the target asset allocation
percentage and by adding expected inflation.

The discount rate used to measure the net pension liability in the 2015 Valuation Report was 7.65%,
a decrease from the 7.75% rate used at the prior measurement date. The projection of cash flows used to determine
the discount rate assumed that employee contributions will be made at the current contribution rate and that
contributions from the City and County will be made at statutorily required rates, actuarially determined. Based on
those assumptions, the pension plan’s fiduciary net position was projected to be available to make all projected future
benefit payments of current active and inactive employees. Therefore, the long-term expected rate of return on pension
plan investments was applied to all periods of projected benefit payments to determine the total pension liability.

Hmvaii Einp/oyee.c I?etirement System

The City and Countys pension expense and liability is directly dependent on the overall
performance and condition of the ERS, This section provides additional information on the System. While the hERS
has adopted GASH 67, and all of its participating employers, including the City and County, have adopted GASH 68,
the System’s actuary continues to provide an annual actuarial valuation report that is based on the provisions of
Chapter 88 of the Hawaii Revised Statutes, as amended, and the actuarial assumptions adopted by the ERS Board of
Trustees. This actuarial valuation report determines whether current employer contribution rates are adequate to
ensure that the UAAL can be funded over a period not exceeding 30 years, describes the financial condition of the
hERS and analyzes changes in the ERS’s condition, The information presented in this section is derived from the 2016
Valuation Report, presenting the actuarial condition of the hERS as of June 30, 2016.

The demographic data for each annual June30 valuation is collected as of the March31 preceding
the valuation date. As orMarch 31. 2016, the contributory plan covered 6,070 active employees or 9% of all active
members of the System. the noncontributory plan covered approximately 15,062 active employees or 22%, and the
Hybrid Plan covered 46,245 active members or 69%. The Hybrid Plan membership will continue to increase in the
future as most new employees will be required to join this plan.

As of March 31, 2016, the System’s membership comprised approximately 67,377 active
employees, 7,741 inactive vested members and 45,506 pensioners and beneficiaries. The following table shows the
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number of active members, inactIve vested members and retirees and beneficiaries of the System as of Mardi 31,
2014, 2015 and 2016:

Tnble29

SYSTEM MEMBERSI-Il P

Category March 31, 2014 March 31, 2015 March 31, 2016

Active 67,206 67,310 67,377
Inactive, vested 8,105 7,413 7,741
Retirees and beneficiaries 43,087 44,283 45,506
Total 118,398 119,006 120,624

Funded Sk,tu.c

Based on the 2016 Valuation Report, the System’s Unfunded Actuarial Accrued Liability (‘UAAL”)
increased to S 12,440.5 million, compared to 58,774.7 million for the prioryear. This increase was caused primarily
by an increase in the liabilities of the System due to the decrease in the investment return assumption from 7.65% to
7.00% and significantly lower market returns during fiscal year 2016. The funded ratio decreased to 54.7% in 2016,
compared to 62.2% for the prior year based on smoothed assets. Tue statutory employee and employer contribution
rates are intended to provide for the normal cost plus the amortization of the UAAL over a period not in excess ofJO
years. Based on the current contribution rates of 25.00% for police and fire employees and 17.00% for all other
employees, the future contribution rates established in statute (see “‘-Funding Policy” below), and the new benefit tier
for employees hired after June 30, 2012, the actuary has determined that, as of the 2016 Valuation Report, the
remaining amortization period is 66 years. Since the aggregate funding period based on the contributions rates exceeds
30 years, the rates are not adequate to meet the requirements of Hawaii Revised Statutes Section 88— 122(e)(l). The
State statute provides that the employer contribution rates are subject to adjustment when the funding period is in
excess of30 years. See “—Funding Policy’ below for information on increases in the employer contribution rates and
benefits changes.

Funding Policy

Act 163, SLI-I 2011, which became effective July I, 2012, established the employer contribution
rates set forth in the following table.

Table 30

EMPLOYER CONTRIBUTION REQUIREMENTS

Employer Contribution Police Officers and Firefighters Other Employees
effective starting (% of total payroll) (% of total pnyroll)

July 1,2012 22.0 15.5
July 1,2013 23.0 16.0
July 1,2014 24.0 16.5
July 1,2015 25.0 17.0
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Act I?, SLFL 2017, which became effective July 1,2017, was adopted to bring the System’s funding
period within 30 years by increasing employer contribution requirements as follows:

Employer Contribution Police Officers and Firefighters Other Employees
effective stnfling (% of total payroll) (% of total payroll)

July 1,2017 28.0 18.0
July 1,2018 31.0 19.0
July 1,2019 36.0 22.0

July 1,2020 41.0 24.0

The LegislatLirealso included 534.6 million in fiscal year2OIl-2018 and 570.7 million in fiscal year
2018-2019 in the Executive Budget Bill (H.B. 100, H.D. I, S.D. I, CD. I ) (“FIB. 100”), which was approved by the
Legislature on May 2, 2017.

Under the contributory plan, police officers, firefighters, and corrections officers are required to
contribute 12.2% oftheir salary to the plan and most oilier covered employees are required to contribute 7.8% of their
salary. Under the Hybrid Plait, covered employees are generally required to contribute 6.0% of their salary to the
plan, with sewer workers in specified classifications, water safety oflicers and emergency medical technicians required
to contribute 9.75% of their salary. Effective July 1,2012, contribution rates for newly hired employees covered
under the contributory and Hybrid Plan increased by 2% pursuant to Act 163, SLH 2011, such that the corresponding
contribution rates for new employees as discussed in this paragraph became 14.2%, 9.8%, 8.0% and 11.75%,
respectively. Employees covered under the noncontributory plan do not make contributions.

.1ciuariai %kthodc

The System’s actuary uses the individual entry age normal cost method. The most recent valuation
was performed for the year ended June 30, 2016.

Since the State statutes governing the System establish the current employee and employer
contribution rates, the actuarial valuation determines the number of years required to amortize (or fund) the UAAL.
For the June 30, 2016 valuation, this determination was made using an open group projection to reflect both the
increasing contribution rates and the changes in benefits for members lured after June 30, 2012.

Because of this amortization procedure, any change in the unfunded actuarial accrued liability due
to (i) actuarial gains and losses, (ii) changes in actuarial assumptions or (iii) amendments, affects the funding period.

On an aggregate basis with regard to the contributory, 1-lybrid, and noncontributory plans, the total
normal cost for benefits provided by the System for the fiscal year ended June 30,2016 was 13.98% of payroll, which
was 9.68% of payroll less than the total contributions required by low (17.91% from employers plus 5.75% in the
aggregate from employees). Since only 8.23% of the employers’ 17.91% contribution is required to meet the normal
cost (5.75% conies from the employee contribution), it is intended that the remaining 9.68% of payroll will be used
to amortize any unfunded actuarial accrued liabilities over a period of years in the future, assuming that total payroll
increases by 3.50% per year. Due to the changes enacted in 2011 (increases in the employer contribution rates and
new benefits and contribution rates for members lured after June 30,20 12), the percentage of payroll available to
amortize the unflinded actuarial liabilities is expected to increase each year for the foreseeable future.

:1 cluwial I ‘attiation

The actttarial valtie ofassets is equal to the market value, adjusted for a four-year phase-in of actual
investment return in excess of or below expected investment return, The actual return is calculated net of investment
and administrative expenses, and the expected investment return is equal to the assumed investment return rate
multiplied by the prior year’s market value of assets, adjusted for contributions, benefits paid, and refunds. The
actuarial value of assets has been based on a four-year smoothed valuation that recognizes the excess or shortfall of
investment income over or under the actuarial investment yield rate assumption. The actuarial asset valuation method
is intended to smooth out year to year fluctuations in the market return. The excess or shortfall in the actual return
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during the year, compared to the investment yield rate assumption, is spread over this valuation and the next three
valuations.

The System’s actuary uses certain assumptions (including rates of salary increase, probabilities of
retirement, termination, death and disability, and an investment yield rate assumption) to determine the amount that
an employer must contribute in a given year to provide surncient funds to the System 10 pay benefits when due. The
Board of Trustees periodically evaluates and revises the assumptions used by the System for actuarial valuations,
including by commissioning experience studies to evaluate the actuarial assumptions to be used by the System. The
current assumptions were adopted by the Board of Trustees based on the recommendations of the System’s actuary in
the most recent experience study, the 2015 Experience Study, and are reflected in the 2016 Valuation Report. The
most significant changes in assumptions reflected in the 2016 Valuation Report are the decrease of the investment
return assumption from 7.65% to 7.00% and modification of the mortality assumption to assume longer life
expectancies as ‘veil as to reflect continuous mortality improvement.

The actual investment returns of the System for Fiscal Years 2006 through 2016 shown below are
market returns, net of investment and administrative expenses.

Toble 31

Fiscal Yenr Percentnee

2007 17.81%
2008 -3.5 1%
2009 -17.54%
2010 11.96%
2011 21.25%
2012 -0.14%
2013 12.57%
2014 17.77%
2015 4.23%
2016 -0.78%

Source: Report on lnvestn:ent ActirityJbr /1w ENS prepund
by Cal/al, Associates, !iic~ (20041. PensIon Consulting
il/fiance. Inc. (21107), Thu boa/wa, Trust Company (2008 to
20/3). and the Batik ofeVei~’ fl,rk tIe//u,, (2011 to 2016j and
rej,oned in the S)stt”;i ‘s Con ipreliemishe Amuixtal Financial
Reports.

Through March 31, 2017, the actual investment return (market return) of the System for the first
nine months of fiscal year 2017 was 10.3%. gross of investment and administrative expenses.

The 2016 Valuation Report round that, as the percentage of employees hired on and after July I,
2012, increases and the new funding policies impaci the System, the UAAL will be fully amortized over a 66-year
period. Assuming a constant employment base, the number of employees entitled to pre-2012 retirement benefits
should equal the number of employees entitled to post-2012 retirement benefits in fiscal year 2023. The combination
of the higher contribution policies and new benefit structure for future employees is expected to enable the System to
absorb the prior adverse experience over the 66-year term.

Table 32 shows the System’s funding progress f& the ten most recent actuarial valuation dates.
Table 33 shows the System’s projected fUnding progress through the Fiscal Year ending June 30, 2045. The projection
assumes no actuarial gains or losses in the actuarial liabilities or the actuarial value ofassets. In addition, the projection
reflects the changes made to the benefits and member contribution rates of employees lured after June 30, 2012, but
does not take into account the increased employer contributions required by Act ii, SLH 2017. As discussed under
the heading “—Funded Sic/its” above, due to certain changes in actuarial assumptions in the 2016 Valuation Report,
the actuary has determined that the System will not be fully funded until 2082, which exceeds the maximum period
under State law.
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Table 32

SCHEDULE OF FUNDING PROGRESS
(Dollar aniounts in millions)

Unfunded
Actuarial Actuarial Actuarial Annual UAAL as a
Value of Accrued Accrued Funded Covered Percentage
Assets Liability Liability Ratio Payroll of Payroll

June 30, (a) (b~ (b)—(a) (a)/(b) (c) _____________

2007’ $10,589.8 $15,696.5 $5,106.8 67.5% $3,507.0 145.6%
2008 11,381.0 16,549.1 5,168.1 68.8% 3,782.1 136.6%
2009 11,400.1 17,636.4 6,236.3 64.6% 4,030.1 1547%
2010 11,345.6 18,483.7 7,138.1 61.4% 3,895.7 183,2%
201 I’ 11,942.8 20,096.9 8,154.2 59.4% 3,916.0 208.2%
2012 12,242.5 20,683.4 8,440.9 59.2% 3,890.0 217.0%
2013 12,748.8 21,243.7 8,494.9 60.0% 3,906.7 217.4%
2014 13,641.8 22,220,1 8,578.3 61.4% 3,991.6 214.9%
2015 14,463.7 23,238.4 8,774.7 62.2% 4,171.4 210.4%
2016’ 14,998.7 27,439.2 12,440.5 54.7% 4,258.9 292.1%

Sown’: 2016 -‘alualion Report
Ac,, assw’tplion cfi~ciii’e on ~aIucnia,, dale.
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Table 33

PROJECTED FUNDING PROGRESS’
(Dollar amounts in millions)

Unfunded
Fiscal Year Actuarial Actuarial Actuarial

(ending Employer Accrued Value of Accrued Funded
June30) Contributions Liability Assets Liability Ratio

2016 $ 763 527,439 514,997 512,443 54.7%
2017 779 28,504 15,626 12,878 54.8%
2018 797 29,643 16,318 13,325 55.0%
2019 816 30,785 17,002 13,783 55.2%
2020 837 31,929 17,676 14,252 55,4%
202) 858 33,074 18.341 14,733 55.5%
2022 881 34,220 18.995 15,224 55.5%
2023 904 35,365 19,639 15,726 55.5%
2024 929 36,510 20,271 16,239 55,5%
2025 954 37,651 20,889 16,763 55.5%
2026 981 38,788 21,492 17,296 55.4%
2027 1,009 39,921 22,081 17,840 55.3%
2028 1,038 41,051 22,658 18.393 55.2%
2029 1,069 42,179 23,223 18,956 55.1%
2030 1,101 43,307 23,779 19,528 54.9%
2031 1,134 44,436 24,328 20,108 54.7%
2032 1,169 45,565 24,869 20,696 54.6%
2033 1,205 46,694 25,404 21290 54.4%
2034 1,243 47,827 25,935 21,891 54.2%
2035 1,282 48,964 26,466 22,498 54.1%
2036 1,323 50,108 26,999 23,109 53.9%
2037 1,366 51,261 27,538 23,723 53.7%
2038 1,411 52.429 28,088 24,340 53.6%
2039 1,458 53.614 28,656 24,959 53.4%
2040 1,506 54,823 29,246 25,577 53.3%
2041 1,557 56,060 29,866 26,194 53,3%
2042 1,610 57,331 30,523 26,808 53.2%
2043 1,665 58,642 31,225 27,417 53.2%
2044 1,722 59,998 31,977 28,021 53.3%
2045 1,781 61.406 32,790 28,616 53.4%

Source: 2016 i’aluatio,, Report
Anu,nes all actuarial eIssIu~Iptirms ow ci ly “CL including a 760% annual ret (‘71 on the csinent oratorio! val,,e ofassets. Au
assurance can he given that mo ofsad, assttaiptions will reflect the itctutal results experienced by the 5,sreui. Actuarial
assessments are fbrucud—laokirig ‘ h~fi,r,nation that reflect the judgment oftlueJidnci~sries ofthe System. and variances
between she assutmptia~,s and actutal results may cause an increase or decrease in. among other things. the Susie,,, ‘s actuarial
accrued liability actuarial value ofassets orfintded ratio.

The total assets of the System on a market value basis available for benefits amounted to
approximately 512.4 billion as ofiune 30, 2013, S 14.2 billion as ofiune 30, 2014, $14.5 billion as ofiune 30, 2015
and $14.1 billion as ofiune 30, 2016. Actuarial certification ofassets as ofjuae 30, 2015 was $14.5 billion and as of
June 30, 2016 was $15.0 billion,

The following table shows a comparison of the actuarial value of assets (“AVA”) to the market
values, the ratio of the AVA to market value and the funded ratio based on AVA compared to funded ration based on
market value assets:

59
128817857cR



Table 34

ACTUARIAL VALUE OF ASSETS

Fiscal Year Actuarial Market Value Market Value
(ending Value of Assets of Assets as Percentage Funded Ratio Funded Ratio
June 30) (in millions) (in millions) of A~’A (AVA) (Market ~‘alue)

2007 10,589.8 11,434.3 108.0% 67.5% 72.8%
2008 11,381.0 10,846.8 95.3% 68.8% 65.5%
2009 11,400.1 8,818.0 77.4% 64.6% 50.0%
2010 11,345.6 9,821.6 86.6% 61.4% 53.1%
2011 11,942.8 11,642.3 97.5% 59.4% 57.9%
2012 12,242.5 11,285.9 92.2% 59,2% 54.6%
2013 12,748.8 12,357.8 96.9% 60.0% 58.2%
2014 13,641.8 14,203.0 104.1% 61,4% 63.9%
2015 14,463.7 14,505.5 100.3% 62.2% 62.4%
2016 14,998.7 14,070.0 93.8% 54.7% 51.3%

Source: 2006.2016 [bloat/wi Reports.

As of June 30, 2016, the UAAL of the System was S 12,440.5 billon. The following table shows the
normal cost (which means the annual cost ofproviding retirement benefits for services performed by today’s members)
as a percentage of payroll, employee contribution rate and effective employer normal cost rate for [lie two groups of
covered employees for Fiscal Years 2016 and 2015:

Table 35

NORMAL COST

June 30.

2015 I 2016
Police and Other All Police and Other All

Firefighters Employees Employees Firefighters Employees Employees

Normal cost as % of payroll: 20.39% 10.53% 11.66% 25.72% 12.46% 13.98%
Employee contribution rate: 12.35% 4.77% 5,64% 12.40% 4.89% 5.75%
Effective employer normal cost rate: 8.04% 5.76% 6.02% 13.32% 7.57% 8,23%

Source: 20/6 I bluatfo,, Report.

The following table shows the annual required contributions, actual contributions and the percentage
of actuarially required contribution that has been funded as of the last ten valuation dates. Employer contribution rates
are set prospectively by the statute and, accordingly, may be greater or less than the ARC in any given year.
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Tnble36

SCHEDULE OF EMPLOYER CONTRIBUTiONS’
(Dollar amounts in thousands)

Annual Required
June 30, Contribution Actual Contribution Percentage Contributed

2007 $476,754 $454,494 95.3%
2008 $510,727 5488,770 95.7%
2009 5526,538 $578,635 109.9%
2010 $536,237 $547,613 102,1%
2011 $582,535 $534,858 91.8%
2012 $654,755 $548,353 83.7%
2013 $667,142 $581,447 87.2%
2014 $705,224 $653,128 92,6%
2015 -.‘ $717,793
2016 $756,558

Source: 20/6 Valuation Report and 20)5 Comprehensive A,m,,al Financial Report far i/a System.
£niodes Ci~ and County.paid employee canerihutions class (lied as employer conjrlhueians pursuant so I/C Section 414(li)(2j
eltnowmi is no lunge.’ calculated clime to revised 0.4513 standards.

Asset Allocation

The following table shows the target and actual asset allocation of the System as ofiune 30, 2016:

Table 37

ASSET ALLOCATION
(as of June30, 2016)

Actual Allocation Target Allocation Allocation
Asset Type Amount (5mm) Percentage Amount (5mm) Percentage Difference

Domestic Equity $4,486.3 32,0% S 4,594.7 32.9% -0.8%
Non-US Equity 3.1385 22.4% 3,640.3 26.0% -3.6%
Fixed Income 2,909.4 20,8% 2,800.3 20,0% 0,8%
Real Estate 779.8 5.6% 779.8 5.6% 0.0%
Private Equity 805.7 5,8% 805,7 5.8% 0.0%
Real Return 680.4 4.9% 680,4 4.9% 0.0%
Covered Calls 988.5 7.1% 700,) 5,0% 2.1%
Other 212.5 1,5% 0.0 0.0% 1.5%
Total SI 4,1)01.3’ I 0h).0~4,’ ST 4,1)1)1.3 100.0%’

Source: l’uluoeiu,is provided by B~V)’ Mellon — 20/6.

Totals may not add up elite to rol:ndinv.
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Employer Contribution Rate

The schedule which follows shows the total actuarially determined
all employees based on the last five annual actuarial valuations.

Table 38

employer contribution rate for

EMPLOYER CONTRIBUTION RATES

Actuarial Valuation
as of June 30

2012
2013
2014
2015
2016

Total Calculated
Employer Contribution Rate

for all Employees
(% of total pnyroll)

16.11%
16.76%
17.28%
17.89%
17.91%

Funding
Period
(Years)

30.0
28.0
26.0
26.0
66.0

• &~/Iecis let /81. SLY 2001. jr/itch amended Secuans 88-/OS, 88-122, 88-123, 88.124, 88-/25. 88-/26.
f/await Revised Statutes. and Ic; /63. SLY 20/I

The decrease in funding periods in 2013 and 2014 was due lo liability gains from positive eNperience
versus the actuarial assumptions and large investment gains, respectively. The increase in funding period 2016 is
primarily dtte to the decrease in the investment return assumption from 7.65% to 7.00%.

Stunniamy ofAcmuarial Certification Statement

forth below:
A summary of the actuarial certification of the System as of June 30, 2015 and June 30, 2016 is set

Table 39

EMPLOYEES’ RETIREMENT SYSTEM OF THE STATE OF HAWAII
Summary of Actuarial Certification as of June 30, 2015 and 2016

(Includes all counties)

Present value of benefits to current pensioners and beneficiaries
Present value of future benefits to active employees and inactive
members
TOTAL LIABILITIES

ASSETS 2015

Total current assets $14,463,670,277
Present value of future employee contributions 1,932,961,666
PresenL value of fUture employer normal cost contributions 1,868,722,677
Unfunded actuarial accrued liability 8,774,725,109
Present value of future employer Early Incentive Retirement Program
contribution N/A
TOTALASSETS

LIABILITIES

2016

£14,998,749,060
2,200,959,950
2,777,611,039

12,440,484,569

N/A

Source: Gabriel. Ranter. Smith & Company.

$12,321,791,648 $14,228,204,532

14.718.288.081 18.189600.086
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PENIflNC W’AS’l’E\~ ATELI SYSTEM Ll’rIGArloN

The City and County and the Department generally are self-insured with respect to general liability
claims. In the Fiscal Years ended June 30, 2015, 2016, and 2017, the Department reached settlements oflawsuits and
claims related to the \Vastewater System and paid with Judgment. Settlements and Losses general funds of $62,481,
$8,472 and $3,653, respectively.

A complaint was filed against the City and County on September 8. 2015, and amended on
November 6,2015, challensing a number of City ordinances and other measures. At this point such litigation does
not appear to challenge the ordinances or other measures pursuant to which the Bonds were issued or the right of the
City and County to levy taxes in connection with the Bonds. No assurance can be given that such complaint will not
be further amended to include such challenges. If such challenges ‘were to be raised, the City and County would
vigorously defend against the challenges based, among other things, on statutory protections for debt obligations such
as the Bonds. This case was dismissed by the State Circuit Court with Final Judgment filed on April I, 2016.
However, PlaintitTfiled aNotice of Appeal on April 28, 2016. The appeal is fully briefed.

The City and County’s Corporation Counsel is of the opinion (hat no pending litigation ‘will be
determined so as to result individually or in the aggregate in a final judgment against the Department which would
constitute a material impairment of the Department’s financial position.

R:\’I’INGS

Fitch, Inc. and Moody’s Investors Service have assigned ratings of”” and”,” respectively,
to the Senior Series 2018 Bonds and’” and”,,,,_,” respectively, to the Junior Series 2018 Bonds. Such ratings
reflect only the respective views of such organizations, and an explanation of the significance of such ratings may be
obtained from the rating agency furnishing the same, at the following addresses: Fitch, Inc., One State Street Plaza,
New York, New York 10004. and Moody’s Investors Service, Inc., 99 Church Street, New York, New York 10007.
There is no assurance that such ratings will continue for any given period of time or that they will not be revised or
withdrawn entirely by such rating agencies, if in thejudgnient ofsuch rating agencies, circumstances so warrant. Any
such downward revision or withdrawal of such ratings may have an effect on the market price of the Series 2018
Bonds.

l,\ l)KRWI{I’lING

The Series 2018 Bonds are being purchased for reoffering by Merrill Lynch, Pierce, Fenner & Smith
Incorporated and Piper JalTray & Co., as Underwriters, The Underwriters have agreed to purchase the Senior Series
2018 Bonds at an aggregate purchase price of S , being an amount equal to the principal amount of the
Senior Series 2018 Bonds, plus a net original issue premium ofS ,and less an undenvriting discount of
S . The Undenvriters have agreed to purchase the Junior Series 2018 Bonds at an aggregate purchase
price of S ,being an amount equal to the principal amount of the Junior Series 2018 Bonds, plus a net
original issue premium of S , and less an underwriting discount of $ . The contracts of
purchase with respect to the Series 2018 Bonds provide that the Underwriters will purchase all the Series 2018 Bonds
if any are purchased. The initial public offering prices are set forth on the inside cover page of this Official Statement.
The Undcnvriters may offer and sell the Series 2018 Bands to certain dealers (including depositing the Series 2018
Bonds into investment trusts) and others at prices lower than the initial public olTering prices stated on the cover page
hereof. The public offering prices may be changed from time to time by the Underwriters.

The Underwriters and their respective affiliates are full service financial institutions engaged in
various activities, ‘which may incltide sales and trading, commercial and investment banking, advisory, investment
management, investment research, principal investment, hedging, market making, brokerage and other financial and
non-financial activities and services. In the various course of their various business activities, the Underwriters and
their respective affiliates, officers, directors and employees may purchase, sell or hold a broad array of investments
and actively trade securities, derivatives, loans, commodities, currencies, credit default swaps and other financial
instruments for their own account and for the accounts of their customers, and such investment and trading activities
may involve or relate to assets, securities and/or instruments of the City (directly, as collateral securing other
obligations or othenvise) and/or persons and entities ‘with relationships with the City. The Underwriters and their
respective affiliates may also communicate independent investment recommendations, market color or trading ideas
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and/or publish or express independent research views in respect of such assets, securities or instruments and may at
any time hold, or recommend to clients that they should acquire, long and/or short positions in such assets, securities
and instruments; provided, however, that potential investors are advised that the offering of the Bonds is made only
by means of the Official Statement. No dealer, broker, salesperson or other person has been authorized by the City to
nive any information or to make any representation other than as contained in the Official Statement.

TAX MATTERS

[TO COMEJ

~ERlFlCA’ftON

________________ independent public accountants (the “Verification Agent”), will verify the
mathematical accuracy of: (a) certain computations demonstrating the sufficiency of the Escrow Funds (i) in the case
of the Advance Refunding Escrow Fund, to pay the interest oti the Advance Refunded Bonds to and including
_______________ 20_ and, on such date, to pay the principal or redemption price of all Advance Refunded Bonds
then outstanding, and (ii) in the case of the Crossover Refunding Escrow Fund, to pay the interest coming due on the
Crossover Refunding Bonds to and including _____________,20_and, on such date, to redeem all Crossover Refunded
Bonds then outstanding: and (b) certain computations to be relied upon by Bond Counsel for purposes of its opinion
to the effect that the interest on (lie Bonds is e~cluded from gross income for federal income tax purposes. Such
verification will be based in pad on schedules and information provided by the Underwriters with respect to the
foregoing computations.

Al’l’ROVAI. 01 LEG:~t l’RO~I~lit)~’.GS

The validity of the Series 2018 Bonds and certain other legal matters are subject to the approving
opinions of Orrick, l-lerrington & Sutcliffe LLP, Bond Counsel to the City and County. Complete copies of the
proposed forms of Bond Counsel opiniotis are contained in Appendix E. Bond Counsel undertakes no responsibility
for the accuracy, completeness or Fairness of this Official Statement. Certain legal matters will be passed upon for the
Underwriters by their co-counsel, Alston Hunt Floyd & big, Honolulu, Hawaii, and Katlen Muchin Rosentnan, New
York, New York.

CON1IN [INC Dl ClOSI RE

In order to assist the Underwriters in complying with Rule l5c2-12 promulgated by the Securities
and Exchange Commission (“Rule 15c2-12”), the City and County will undertake in a Continuing Disclosure
Certificate, the form of which is set forth in Appendix D (the “Continuing Disclosure Certificate”), to provide to the
Municipal Securities Rulemaking Board on an annual basis certain financial and operating data concerning the
Department, finaticial statements, notice of certain events and certain other notices, all as described in the Continuing
Disclosure Certificate, provided that if the inclusion or format of such information is changed in any future official
statement, annual reports provided by Ihe City and County thereafler may instead contain or include by reference
information of the type included in that official statement as so changed or if different the type of equivalent
information included in the most recent official statement. The undertaking is an obligation of the Department that is
enforceable as described in the Continuing Disclosure Certificate. Beneficial Owners of the Bonds are third party
beneficiaries of the Continuine Disclosure Certificate. The execution of the Continuing Disclosure Certificate is a
condition precedent to the obligation of the Undenvriters to purchase the Series 2016 Bonds.

The City and County has policies and procedures in place to enhance compliance with its continuing
disclosure undertakings, including its undertaking in the Continuing Disclosure Certificate. The City and Cotinty also
has engaged a third-party service provider to assist in the preparation and filing of annual reports and notices of listed
events tinder the Continuing Disclosure Certificate and previous continuing disclosure undertakings.

A failure by the City and County to comply with the Continuing Disclosure Certificate will not
constitute an event of default of the Bonds, although any Beneficial Owner of the Bonds may bring action to compel
the City and County to comply with its obligations under the Continuing Disclostire Certificate. Any such failure
must be reported in accordance ivith Rule 5c2-12 and must be considered by any broker, dealer or municipal
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securities dealer before recommending the purchase or sale of the Bonds in the secondary market. Consequently, such
a failure may adversely affect the transferability and liquidity of the Bonds and their market price.

MlSCELLANEOt~S

Additional information may be obtained, upon request, from either the Department of Budget and
Fiscal Services or the Department of Environmental Services of the City and County.

Reference in this Official Statement to the Act, the City Charter, the Bond Resolutions, the Series
2018 Resolutions and the Series 2018 Certificates do not purport to be complete. Refer to the Act, the City Charter,
the Bond Resolutions, the Series 2018 Resolutions and the Series 2018 Certificates for full and complete details of
their provisions. Copies of 11w City Charter, the Bond Resolutions and the Series 2018 Resolutions are on file with
the City Clerk of the City and County.

The agreements of the City and County with holders of the Series 2018 Bonds are fully set forth in
the Bond Resolution and the Series 2018 Resolution. Neither any advertisement of the Series 2018 Bonds nor this
Official Statement is to be construed as a contract with purchasers of the Series 2018 Bonds.

Any statements in this Official Statement involving matters of opinion or of estimates, whether or
not expressly stated, are intended merely as expressions of opinion or estimates, and not as representations of fact.
and no representation is made that any of the estimates will be realized.

The City and County’s use of certain information included in this Official Statement has been
furnished or reviewed and authorized by the sources described below. While the City and County believes that these
sources are reliable, the City and County has not independently verified this information and does not guarantee the
accuracy or completeness of the information furnished by the respective sottrces. The City and County is relying on
certificates from certain sources, to be delivered at or prior to the time of delivery of the Series 2018 Bonds, as to the
accuracy of such information provided or authorized by such sources.

The information regarding DTC and DTC’s bool-entry system has been furnished by DTC.

The financial statements of the City and County as of June 30, 2016, relating to the Sewer Fund,
together with the atiditor’s report thereon, may be found at https://www.honolulu.gov/budgetlbudget-cafr.html.

The execution and delivery of this Official Statement by the Director of Environmental Services
and the Director of Budget and Fiscal Services have been duly authorized by the City and County.

Director of Budget and Fiscal Services
City and County of Honolulu

Director of Environmental Services
City and County of Honolulu
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APPENDIX A

ECONOM IC AND DEMOGRAPHIC FACTORS

Introduction

The City and County of Honolulu, which includes the entire island ofOahu and a number of small outlying
islands, is a major metropolitan city with a resident population of 992,605 (approximately 69% of the state’s
population) as ofiuly 1,2016. Honolulu’s underlying economy is strong, supported by several diversified areas, which
include tourism, the federal government and military operations, State and local governments, manufacturing,
construction, real estate, education, research and science, trade and services, communications, finance and
transportation.

Oahu is situated between 21 degrees and 22 degrees north latitude, just below the Tropic of Cancer. The
climate has an average mean ~vinler temperautre of 70.2 degrees and an average mean summer temperature of 78.6
degrees. Average rainfall varies widely from one area of Oahu to another. Rainfall is comparatively lighL in the leeward
coastal area where the larger part of the population is located. ~Vaikiki, located on the leeward side of Qahu, has a thy
climate with annual precipitation averaging about 27 inches; precipitation in the upper reaches of the Koolau
mountains averages about 400 inches a year and provides an adequate supply of water for irrigation use and retention
in large subterranean reservoirs for household and industrial uses.

The following material pertaining to economic factors in the City and County has been excerpted from the
Hawaii State Department of Business, Economic Development and Tourism (“DBEDT”) Third Qttarter 2017
Quarterly Slatistical Economic Report (“QSIER”) or from other materials prepared by DBEDT, some of which may
be found at littp://dbedt.hawaii.gov/.

Certain Economic Indicators

Employment. The following table sets forth certain annual employment statistics for the City and County
and the second quarter of 2016 and 2017. As indicated below, the number of unemployed in the City and County
decreased by 8.5% in Ihe second quarter of 2017 from the same period in 20 I 6. The City and County’s unemployment
rate of 2.7% in the second quarter of 2017 compares favorably to the unemployment rate for the State (3.0% in 2016
and 2.9% in the second quarter of2017) and forthe nation as a whole (4.9% in 2016 and 4.4% in the second quarter
of2017).

EMPLOYMENT STATISTICS

Annual Average’ ~ Quarter

% Chunge
2013 2014 2015 2(116 2016 2(117’ VearAgo

Civilian t.ahor
Force 450,IOt) 461.350 467.300 473,950 471.650 478.700 IS
Civilian
Employment 43(1,300 442,500 451.600 460,600 157.550 465,850 1,8
Unemployed 19.850 t 8,800 15.700 13.350 11.050 12,850 -8.5
U oem ployment

Rate 1.4% 4.1% 3.4% 2.8% 3.0% 2.7% -0.3

Dan hen cb,narked by 01.1!? in Worth 2017 and refket ;evisedpoputwioii controls and tirade! reestintanon.

Data art’ preThn,na~’.

Sou,te: .S~aie of i!mrait. Deparunent ofBusiness Economic Derelopnrent & Tour/sin,

Personal Income. In recent years, per capita personal income for Honolulu residents has consistently been
higher than For the State of Hawaii and the United States as a whole. The following table presents the per capita
personal income for Honolulu residents in comparison to the State and the country for the years 2012 through 2016.
As indicated, the per capital personal income in the City and County in 2015 (the most recent data available was
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$51,122, representing a 3.8% increase over 2014. This increase exceeded the State’s per capita personal income by
S3,616 for the same year and the nation’s per capita personal income by $3,932.

PER CAPITA PERSONAL INCOME

Year Honolulu State of Hawaii United States

2012 $47,909 $44,428 $44,282
2013 $48,140 $44,639 $44,493
2014 $50,203 $46,594 $46,464
2015 $52,122 $48,506 $48,190
2016 N/A $50,551 $49,571

Source: US. Departmen; ofCommerce. Bureau ofEconomic ,Inalrsis.

!iozLcing Afarkel. Since the global economic downturn in 2008 and 2009, average resale prices in the
Honolulu housing market have rebounded to record highs. The following table presents the annual average resale
prices forsingle family homes and condominiums in Honolulu From 2012 through 2016, and the quarterly average
resale prices for single Family homes and condominiums in Honolulu during the second quarters of 2016 and 2017,

AVERAGE RESALE PRICES

Single Family Homes Condominiums

Year Average Resale Price % Change Average Resale Price %, Change
2012 $752,075 9.4 S377,346 -1.2
2013 $791,123 5.2 $393,709 4.3
2014 5822,240 3.9 $460,893 17,1
2015 $863,969 5.1 $435,810 -5.4
2016 $884,427 2.4 $572,223 31.3

2016(Q2) $901,141 4.3 $518,610 27.5
2017 (Q2) $879,656 -2.4 $190,157 -5.5

Sou,’ce: 5;or~’ oflirnr,ni Deparunem oJfiuslness. Econon,ic DerelopnIL’,u awl Tourism,

State and County Governments

With Honolulu as the State capital, most State government activity is concentrated on the island olOahu. In
2016, the State government generated 74,100 jobs, of which more than 75% were located on Oahu. The largest
number of State employees work in public education and the State university system, with approximately 83% of
these employed on Oahu. In addition, the City and County government employed approximately 12,200 individuals
in the second quarter of2O 17.

Federal Government and Military

The federal government plays an important role in Hawaii’s economy, According to the most recent data
available from the U.S. Bureau of Economic Analysis (“SEA”), the total compensation of employees (“COE”) of
federal government employees in Hawaii was $8.7 billion in 2016, up 1.6% from the previous years. The total COE
of combined military and civilian federal employees in Hawaii accounted for about 18.5% of Hawaii’s total COE in
2016. Between 2006 and 2016, the annual average compounded growth rate for COB was 3.8% for federal civilian
and 3.0% for military personnel in Hawaii. Military personnel accounted for 57.4% of (he total federal COB in Hawaii
in 2016. The federal government accounted for about 12% of State GDl’ in 2015, a majority of which is defense
related.

In 2014, nearly 75,000 people served in the military or were employed by the Department of Defense
(“DoD”) in the State, comprised of approximately 51.000 active-duty service members, 18,000 DoD civilian
employees, and 5.500 Army and Air National Guard members. Generally, the median earnings for active-duty service
members and DoD civilians are higher than that of other full-time employees in Hawaii.
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The U.S. Army recently completed a Supplemental Programmatic Environmernal Assessment for its Army
2020 force structure realignment. The assessment evaluates a scenario in which the Army would eliminate 16,606
soldiers and civilians from Schofield Barracks and 3,786 from Fort Shafter, both of which are localed on the island of
Oahu. In response, the Chamber of Commerce of Hawaii’s Military Affairs Council launched a campaign to maintain
the number of military members in Hawaii and acquired signatures on a petition to keep troops in Hawaii. The Army
held a “listening session” on the impact of reducing forces in Hawaii in January 2015. The DoD is considering
relocating 2,700 Marines from Okinawa to Hawaii between 2027 and 2031.

Future levels of federal funding (including defense funding) in Hawaii are subject to potential spending
cutbacks and deferrals that maybe implemented to reduce the federal budget deficit. The federal budget sequestration
has not had a material adverse effect on the City and County or the State.

Finance

As the financial center of the State of Hawaii, Honolulu is served by a hill range of financial institutions,
including banks, savings and loan associations and financial services companies. Honolulu currently has twelve
institutions in the market, comprised of Hawaii-chartered banks, a Hawaii-chartered financial services company,
federally-chartered savings associations, a national bank, and interstate branch banks with combined deposits totaling
$33.4 billion as of December2016, as reported by the Federal Deposit Insurance Corporation.

Transportation

All parts of the City and County are connected by a comprehensive network of roads, highways, and
freeways, and all of the populated areas of the island are served by a bus transit system (TheBus) with ridership of
approximately 69 million annually. According to the 2016 Public Transportation Fact Book published by the
American Public Transportation Association, the City and County hosts the 25h largest transit agency in the nation
and the 1511 largest bus agency in an urbanized area.

The City and County is constructing a new 20-mile fixed guideway mass transit system to provide rail service
along the island’s east-west corridor between Kapolei and downtown Honolulu (Ala Moana Center). Over 60% of
the City and Countys population currently lives within the area served by this corridor, and this area is projected to
continue to grow faster tItan the rest of OahLl. See “DEBT STRUCTURE— Honolulu Rail Transit Project (fonnerly
known as the Honolulu 1-ligh-Capacity Transit Corridor Project)” in this Official Statement for additional information
regarding this project.

Honolulu is the hub of air and sea transportation for the entire Pacific. Honolulu International Airport (HNL)
is located approximately five miles by highway from the center of downtown Honolulu. The Federal Aviation
Administration reported that l-INL was the 2t largest U.S. Airport in 2015 based on the number of enplaned
passengers.

Honolulu Harbor is the hub of the Statewide Commercial 1-larbors System. It serves as a major distribution
point ofoverseas cargo to the neighbor islands and is the primary consolidation center for the export of overseas cargo.
The U.S. Department of Transportation, Bureau of Transportation Services. Post Performance Freight Statistics
Program, Annual Report to Congress 2016, ranks Honolulu Harbor among the top 25 ports in the country in 2015 by
container cargo throughput, handling 4,098 total vessel calls, 13.8 million short tons of foreign and domestic cargo,
and 1.2 million twenty-foot equivalent units of container cargo. The State Department of Transportation, Harbor
Division manages, maintains and operates the State’s I-Iarbors Systems to provide for the efficient movement of cargo
and passengers. The U.S. military moves most of its cargo through the State’s I-harbors System.
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Construction

Construction was one of the major contributors to job growth in Hawaii over the past few years. The
following table shows the estimated value of construction authorizations for private buildings for the City and County
and for the State as a whole for the last five years and the second quarters of 2016 and 2017.

ESTIMATED VALUE OF BUILDING PERMITS
(Dollars in Thousands)

Change Change
Iron, Prior City & County from Prior

Year State Year of honolulu Period
2012 2,643,840 42,2% 1,769,454 39,0%
2013 2.720,519 2,9% 1.866.352 5.5%
2014 3,315.078 21.9% 2.072,202 11.0%
2015 3.961607 19.6% 2.436.954 17.6%
2016 3.240,649 -18.2% 2,141.467 -12.1%

2016 Q2 960,150 14.3% 607,763 30.6%
2017 Q2 821.035 -14.5% 557,380 -8.3%

So,,ret’; Stare of tim rah Department ofDu.s(ness. Ecano,,,ic Devetuptuent and Tourism
(compiledfrotn data collected by counØ building de1,orime,,rs)

Significant development projects which were recently completed, are currently under construction, or are in
the later planning stages on the island ofOahu include:

• The Airports Division’s modernization program commenced in 2013. The program includes
significant capital improvements such as expanding HNLs Inter-Island terminal and main terminal,
constructing consolidated car rental facilities at HNL and Kahalui, Maui, and installing energy
saving equipment in airports statewide.

• The Howard l’Iughes Corporation is developing a master-planned commtinity on 60 acres in
Kakaako known as Ward Village. The development as approved to date will include 4,000 high-
rise residences and more than one million square feet of retail and commercial space.

• General Growth Properties recently completed a $572 niillion expansion and renovation of its Ala
Moana Shopping Center. The expansion included the addition of a new 167,000-square-foot, three-
level Bloomingdale’s store, a new I 86,000-square-foot, three-level Nordstrom store and an
additional 300,000-square-feet of in-line mall retail space. Attached to the shopping center are two
luxury residential apartment projects built over parking podiums. One Ala Moana, a 23-story tower
containing 206 luxury residential units, was completed in late 2014. Park Lane, a nine-story
complex containing 215 luxury residential units, was completed earlier this year.

• Taubman Properlies has substantially completed a $300 million redevelopment of the International
Market Place in Waikiki. A portion of the center opened for business in August 2016 with an initial
complement of over 70 retainer shops and restaurants. The center is anchored by an 80,000-square-
foot Saks Fifth Avenue, which is the only full-line department store in Waikiki, and includes 750
dedicated on-site parking spaces.

• Oliver McMillan recently completed Symphony Honolulu, a S200 million project which consists of
388 residential condominiums in a 45-story lower.

• Downtown Capital recently completed the redevelopment of the former Honolulu Advertiser
building and adjacent property into a $400 million, two-tower ~vorkforce housing condominium
project containing 1,045 units.

• Castle & Cooke 1-lomes Hawaii recently began construction on Koa Ridge, a $2.2 billion housing
and commercial development on the central Oahu plateau, which will consist of 3,500 single- and
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multi-family homes (including 30% affordable homes). a medical center, shopping outlets and
recreation areas on 576 acres between Mililani and Waipio,

• DR. Horton- Schuler Homes recently began developing Ho’opili in IVest Oahu, which ivill consist
of 11,750 single- and multi-family homes, commercial and light industrial space, community
facilities, three elementary schools, one middle school, a high school, parks and open space, and
agricultural areas on 1,289 acres of land,

• Hoakalei Resort - Haseko Development is building a 140-acre residential resort on the southwest
shore of Oahu with 887 homes and townhouses completed and more planned. The project also
includes a completed signature Ernie Els golf course and a recreational lagoon under construction.

• Ka Malcana Ali’1 - DeBartolo Development is building a 1.4 million square-foot, $500 million
shopping center in East Kapolei, including ISO shops and restaurants, two hotels and Macy’s as an
anchor tenant.

• The Avalon Group is currently developing the 123-acre Kapolei Business Park West (~Vest Oahu)
with 47 industrial lots and the 54-acre Kapolei Business Park Phase 2. An additional expansion of
the 3-acre Kapolei Pacific Center will include general and medical offices - existing tenants include
the Social Security Administration.

Trade and Services

The economy of both the City and County and the State as a whole is heavily trade and service oriented,
largely because of the heavy volume of purchases by visitors to the state. According to the State’s Department of
Taxation, the Slate’s general excise and use tax base for trade and service activities exceeded $50 billion in 2016 from
the retail, wholesale, and services sectors alone. In the second quarter of 2017, general excise and use tax revenues
(excluding the City and County’s surcharge) increased $19.9 million, or 2.5%, compared to the same period last year.
Of the Stale’s 654.400 non-agricultural jobs in the second quarter of 2017, retail and wholesale trade together
accounted for 89,400 jobs, and professional and business services, financial services, educational services, healthcare
and social assistance services, food and accommodation services, and other services together accounted for 332,600
jobs.

Agriculture and Diversified Manufacturing

Agriculture and manufacturing are relatively small sectors in the State’s and the City and County’s economy.

Agricultural sales on Oahu totaled S 161 million in 2012 (the most recent date for which data is available),
accounting for approximately 25% of the State’s agricultural production, About 20% of the land on Oahu is zoned for
agriculture, which in 2012 consisted of 999 farms encompassing 69,168 acres. ‘With the decline of the sugar and
pineapple industries, agricultural lands are returning to an era of small farms gro’ving diversified agricultural products.
For example, Hawaii aquaculture sales totaled $76.2 million in 2015, according to the USDA’s National Agricultural
Statistics Service.

Manufacturing on Oahu consists principally of producing cement (one plant), refining oil (two refineries),
and converting oil into synthetic natural gas (one plant). Other activities include the manufacturing ofgarments, plastic
and concrete pipe, jewelry and gifi items, and the processing and packaging of tropical fruits, nuts and other food
items. There are more than 1,000 manufacturers statewide. Approximately $3.67 million in general excise and use
taxes were collected by the State from manufacturing services in Fiscal Year 2016. In March 2016, the State’s High
Technology Development Corporation announced the Manufacturing Assistance Program to provide matching grant
funds (up to $100,000) for local manufacturers willing to invest into expanding their production through purchase of
new equipment or training or improving the energy efficiency of their operations. The program strives to make Hawaii
manufacturers more competitive, reducing imports and increasing exports from the State.
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Energy

Hawaii’s electricity production and costs are still heavily reliant on oil, but renewable energy bas been
increasing in all counties, In 2015, approximately 23.4% of Hawaii’s electricity was generated from renewable
sources, the primary sources being wind, biomass, and geothermal. According to DBEDT’s Hawaii State Energy
Office, the Island of Oahu has two waste-to-energy facilities, seven solar farms, four biofuel facilities, three wind
farms, and one ocean project under development with the capacity to generate at least 311 megawatts of energy. The
State administration has set a goal of using 100% reusable energy resources by 2045.

In October 2012, the City and County completed a $300 million expansion of its H-Power waste-to-energy
facility, increasing its capacity to over 900,000 tons of municipal solid waste per year. The project included new air
pollLition control equipment mandated by federal Jaw which became operational in April 2011 and a new boiler that
entered commercial operations on April 2013 and currently has the capacity to produce approximately 88 megawatts
of energy. H-Power also contributes approximately $2 million in annual revenue for the City and County from energy
sold to HECO.

In March2011, First Wind (now owned by SunEdison) completed Oahu’s first large-scale commercial wind
fhrni on the North Shore of the island at Kahuku. At full capacity, the project’s twelve turbines produce 30 megawatts
of energy, enough power for up to 7,700 homes on OnIrn. In 2012, First Wind added another 30 turbines on the North
Shore of the island at Kawailoa with the capacity to produce an additional 69 megawatts of energy.

Several renewable energy projects are currently in the planning stages for Oahu, including a 50-megawatt
biofuel power plant on the U.S. Army’s Schofield Barracks, a 50-megawatt solar farm to be built by SunEdison in the
Waipio Gentiy/Waiawa area, a 45-megawatt wind power project to be developed by Chaniplin Hawaii Wind Holdings
in Kahuku, and a 30-megawatt solar farm developed by Sums Energy America (owned by Toyota and Tokyo Electric
Power) in Waianae.

Education, Research and Science

The University of Hawaii was established in 1907 and currently consists of a research university at Mnnoa,
baccalaureate institutions at Rib and West Oahu, and a system of seven community colleges on the islands of Kauai,
Oahu, Maui, and Hawaii. The State’s only law school is located at Manoa and only medical school (with a new cancer
research center) is located at Kakaako in downtown Honolulu. In the fall of 2016, 53,418 students attended the
University of Hawaii System.

In addition to the University of Hawaii System, there are three private universities and one private college
on Oahu. Federal government research agencies in Honolulu include the U.S. Bureau of Commercial Fisheries and
the Environmental Science Services Administration. Among private research organizations on Oahu are the Oceanic
Institute and the Bishop Museum. The three high technology centers located on Oahu are the Mililani Technolocy
Park, 11w Kainiuki Technology Enierprise and the Manoa Innovation Center.

Visitor Industry

The visitor industry encompasses an array of businesses, including hotels, restaurants, airlines, travel
agencies, taxis, tour-bus operators, gift shops, and other service and recreational industries.

Visitor arrivals continue to be strong, with both domestic and international visitor arrivals increasing in the
second quarter of2O 17. Due to longer lengths of stay. the daily visitor census increased slightly more than the increase
of visitor arrivals in the quarter. Since visitors spent more on a daily basis during the second quarter of 2017, total
visitor spending increased more than the growth of the average total daily visitor census in the quarter. With the
exception ofthe fourth quarter of 2013, visitor arrivals have increased since the third quarter of 2009.

The total number of visitor arrivals by air increased 1 25,054, or 5.7%, in the second quarter of 2017,
compared to the same quarter of 2016. The total average daily census was up 12,221, or 5.8%, in the quarter. In the
first half of 2017, total visitor arrivals by air increased 175,647, or 4.0%, while the avenge daily census increased
10,437, or 4.8%, from the same period of the previous year.
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In the second quarter of 2017, total visitor arrivals on domestic flights increased 85,018, or 5.5%, compared
to the same quarter of 2016. In the first half of 2017, domestic arrivals were up 108,296, or 3.7%, from the same
period ofthe previous year.

Arrivals on international flights increased 40,036, or 6.1%, in the second quarter of 2017 compared to the
second quarter of 2016. In the first Iialfof 2017, international arrivals were up 67.351, or 4.8%, from the same period
in the previous year.

In terms of major market areas, from the second quarter of 2016 to the same period of 2017, arrivals from
the U.S. West increased 45,719, or4,8%, arrivals from the U.S. East increased 50,236, or 10.6%, and arrivals from
Japan increased 21,738, or 6.5%. In the first halfof2ol 7, arrivals from the U.S. West were up 60,160, or 3.3%; arrivals
from the U.S. East were up 76,055, or 7.9%; and Japanese arrivals were up 47,906, or 6.9%, from the same period of
the previous year.

In the second quarter of 2017, the length of stay per visitor also increased slightly. Due to the longer length
of stay, the average total daily visitor census increased more than the growth of visitor arrivals in the quarter. The total
average daily visitor census was up 5.8%, or 12,221 visitors per day, in the second quarter of 2017, over the same
quarter of 2016. The domestic average daily census increased 5.1%, or 8,082 visitors per day, while the international
average daily census increased 7.8%, or 4,140 visitors per day. In the first half of 2017, the domestic average daily
census increased 6,116, or 3.95; and the international average daily census increased 4,321, or 7.2%, from the same
period of the previous year.

Nominal visitorexpenditures by air totaled $3,971 .1 million in the second quarterof20 17, up 7.1%, or$26 1.7
million, from the same quarter of 2016. In the first half of 2017, visitor expenditures increased $670.8 million, or
8.7%, compared with the same period in the previous year.

Total airline capacity, as measured by the number of available seats flown to Hawaii, increased 0.5%, or
15,305 seats in the second quarter of 2017, domestic seats increased 0.2%, or 3,432 seats; international seats increased
1.2%, or 10,345 seats, compared to the same quarter of2016. In the first haIfof2OI7, the number ortotal available
seats decreased 0.6%, or 33,841 seats, from the same period of the previous year.

In the first quarter of 2017, the statewide hotel occupancy rate averaged 81.2%, 0.4 of a percentage point
higher than the same quarter of 2016. The year-to-date as of the second quarter was 81.2%. In 2016, the statewide
hotel occupancy rate averaged 792%, 0.5 of a percentage point higher than the previous year. The hotel occupancy
rate in Honolulu averaged 84.2% in 2016.
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SELECTED STATE OF HA~VAI1 AND OAHU VISITOR STATISTICS

Year Ended December31 z”’ Quarter

2012 2013 2014 2015 2016 2016 20I7~”

ArrivalshyAir—State 7.867.143 8,003.474 8.196.342 8.563,018 8,832,598 2.185.900 2.310,954
Domeslie 5,403,025 5,405,300 5.486.059 5,782,140 5,964,442 1.532,744 1,617,763
Internalional 2,464,! 18 2,598,174 2.710.283 2,780,878 2,868,156 653,156 693,192

Arrivals byAir—Oahu 4,904,045 5.044,276 5,192,621 5.339,912 5,461,800 1,355,401 1,411,087
Domestic 2,734.643 2,732,456 2,779.642 2,868,749 2,912,872 761,484 787,140
International 2,169,402 2.311,820 2,412,978 2,471.163 2,549,00K 593,917 623,947

AverageDailyVisitorCensus—State 201.267 202,876 206,217 213,934 218,189 210.906 223.127

Domestic 148.887 149,213 151,076 156,026 157,8)4 158.110 166,191
lntcnrntional 52.380 53.663 55.141 57,908 60.376 52.796 56,936

Visitor Expenditurcs—Stat&2’ 514.193 £14,352 £14,809 514.939 $15,571 $3,710 53,97)

Hotel Occupancy kale — Stale 76.9% 76.5% 77.0% 78,7% 79.2% 79.2% N/A

Hotel Occupancy RaIe—Oahu 84.7% 83.8% 84.4% 85.1% 84.2% 83.4% N/A

Ii Data plL’/W101013’.

Li hi an/lions oJ’dollars. By petrons arriving by air and stayitig overnight or longer (axe/ia/es supplemental business expendit ,rvs,i,

Sources: Srae, of ilaivaii Depannient of Ilusiness. Ecano,iiic Development & Thurisa, and Ifaspetaiffi’ Advisors. LLC.

Honolulu’s profile as a visitor destination is enhanced by its role as host of numerous professional and trade
conferences and conventions, as well as major sports events.

Conferences and conventions held in Honolulu annually attract thousands of visiting participants statewide,
nationally and inlernationally. The primary site for these events is the Hawaii Convention Center, which is located
near Waikiki hotel accommodations and visitor attractions.

The City and County continues to attract major investment to support the visitor industry, including hotels,
restaurants, and recreation facilities.

Significant development projects related to the visitor industry which are currently under cotlstruction or in
11w later planning stages in or around Waikiki include: (i) the $760 niillion renovation of Hilton Hawaiian Village
Waikiki Beach Resort, includingthe addition ofa new3l-story,418-unit luxun’ time-share tower, (ii)theS500 million
renovation and expansion olthe Princess Kaiulani Hotel, (iii) a new $375 million, 34-story, 307-unit condominium
hotel in Waikiki branded as The Ritz-Carlton Residences, and (iv) a $300 million redevelopment of the International
Markel Place in ~Vaikiki, and (v) a Sl00 million redevelopment of the Outrigger Reef on the Beach Resort that will
add a 200-room hotel tower and increased meeting space, open recreation and dining areas.

Significant development projects related to the visitor industry in other parts of Oahu include: (i) the
extensive renovation of the Ihilani Resort & Spa at KoOlina Resort, which recently reopened under the Four Seasons
Hotels and Resorts brand, (ii) the expansion of Disney’s Aulani resort at Ko’Olina, (Hi) the construction ofa Courtyard
by Marriott Laie (North Shore), a 144-room hotel adjacent to the Polynesian Cultural Center, and (iv) a $50 million
renovation ofTurtle Bay Resort on Oahu’s North Shore.
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APPENDIX B

SUMMARY OF CERTAIN PROVISIONS OF THE BOND RESOLUTIONS

The First Bond Resolution and the Second Bond Resolution (collectively the “Bond Resolutions”)
contain terms and conditions relating to the issuance of the Senior Bonds and the Junior Bonds, respectively
(collectively the “Bonds”), including various covenants and security provisions, certain of which are summarized
below. This summary does not purport to be comprehensive or definitive and is subject to all of the provisions of the
Bond Resolutions, to which reference is hereby made. Copies of the Bond Resolutions are available from the City
and County.

Certain Definitions

Certain definitions contained in the Bond Resolutions are summarized below. This summary does
not purport to be comprehensive or definitive, and is subject to all provisions of the Bond Resolutions, to which
reference is hereby made. Copies of the Bond Resolutions are available from the Depnrtment of Budget and Fiscal
Services or the Department of Environmental Services of the City and County.

‘Accrued Debt Service” means as of any date of computation and with respect to the Bonds of any
Series, an amount equal to the sum of: (i) interest on such Bonds accrued and unpaid and to accrue to the end of the
then current calendar month, and (ii) principal, Sinking Fund Installment and redemption premium which are due and
unpaid for such Bonds and that portion of the principal, unsatisfied balance of any Sinking Fund Installment (as
determined in accordance with the Bond Resolution) and redemption premium for such Bonds next due which would
have accrued to the end ofsttch calendar month ifdeemed to accrue monthly from a dnte one year prior to its due dale.

“Act” means Chapter49, Hawaii Revised Statutes, and all laws atnendatory or supplemental thereto.

‘.-lggregate Debt Service” means, for any period and as of any date of computation, the sum of the
amounts of Debt Service for such period with respect to all Series of Bonds.

“Assumed Long— Thin, Fixed Rate” means, with respect to Variable Rate Bonds, (i) a numerical rate
of interest that such Bonds would have borne if issued as Fixed Rate Bonds with the same maturity and taking into
account Sinking Fund Installments; or (ii) if the City and County has in connection ‘vith such Variable Rate Bonds
entered into an Interest Rate Exchange Agreement which provides that the City and County is to pay to another person
an amount determined based upon a fixed rate of interest on a notional amount and which requires the Counterparty
to pay to the City and County an amount equal to the amount by which interest on the notional amount slated therein
at the rate borne by such Variable Rate Bonds exceeds the interest payable on such notional aniotint at a rate stated
therein, the fixed rate or other rate of interest set forth in or determined in accordance ~vith such agreement. With
respect to the Bonds described in clause (I) of the preceding sentence, an Authorized Officer is to certify or cause the
Remarketing Agent for such Series of Variable Rate Bonds or other qualified person to certify such Assumed Long-
Term Fixed Rate on the issue date of such Bonds, taking into account such market factors as such Authorized Officer
or such Remarketing Agent or such qualified person deems necessary or appropriate.

‘Authorized Officer’ means the Director of Budget and Fiscal Services, any Deputy Director of
Budget and Fiscal Services, the Director of Environmental Services or any other officer of the City and County
designated by resolution of the City Council.

“L?ondAnrieipation Notes” means bond anticipation notes which the City and County may issue for
purposes of the Wastewater System if the requirements set forth in the applicable Bond Resolution for such issuance
are satisfied.

“Bond Counsel” means an attorney or a firm of attorneys of nationally recognized standing in the
field of law relating to municipal bonds selected by the City and County.

“Bond Resolution” means, as context requires, either the First Bond Resolution or the Second Bond
Resolution, or both of them.
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“Bondholder” or “holder ofa Bond” or Holder” means the registered owner of any Bond ‘vh icli
at the time is registered other than to bearer, or such holders’ duly authorized attorney in fact, representative or assigns.

“Bonds” means, as context requires, the Senior Bonds, the Junior Bonds, or both of them.

“IluildAmerica Bonds” means any bonds or other obligations issued as Build America Bonds under
Section 54AA of the Code, or under any other provision of the Code that creates a substantially similar direct-pay
subsidy program.

“Capital Appreciation Bond” means any Bond as to which interest is compounded on each
Valuation Date therefor and is payable only at the maturity or prior redemption thereof.

“City Chatter” means the 1973 Revised Charter ofthe City and County of Honolulu (1994 Edition),
as the same may be amended from time to time.

“City Code” means the Revised Ordinances of Honolulu 1990, as the same may be amended from
time to time.

“City Council” mean the City Council of the City and County.

“Code” means the Internal Revenue Code of 1986, as amended, and any successor statutes thereto,
and any applicable regulations thereunder.

“Common Reserve Accoimt l?equh’enient” means as of any date of computation, an amount equal
to the greatest amount of Aggregate Debt Service for the then current or any future Fiscal Year on all OLltstanding
Bonds entitled to the benefit of the Common Reserve Account; provided however, that if upon issuance ofa Series of
Bonds entitled to the benefit of the Common Reserve Account, such amount would require moneys to be credited to
the Common Reserve Account from such Bond proceeds in an amount in excess of the maximum amount permitted
under the Code, the Common Reserve Account Requirement will mean an amount equal to the sum of the Common
Reserve Account Requirement immediately preceding issuance of such Bonds and the maximum amount permitted
under the Code to be deposited therein from the proceeds of such Bonds, as certified by an Authorized Officer;
provided further, however, that for purposes of this definition, Aggregate Debt Service is to be computed with respect
to each Variable Rate Bond entitled to the benefit ofthe Common Reserve Account by using the Assumed Long-Term
Fixed Rate applicable thereto,

“Common Reserve Suhacconni Requirement” means as of any date of computation, an amount
equal to the greatest amount of Aggregale Debt Service for the then current or any Future Fiscal Year on all Outstanding
Bonds entitled to the benefit of the Common Reserve Subaccount; provided however, that if upon issuance of a Series
of Bonds entitled to the benefit ofthe Common Reserve Subaccount, such amount would require moneys to be credited
to the Common Reserve Subaccount from such Bond proceeds in an amount in excess of the maximum amount
permitted under the Code, the Common Reserve Subaccount Requirement will mean an amount equal to the sum of
the Common Reserve Subaccount Requirement immediately preceding issuance o.f such Bonds and the maxinlLtm
amount permitted under the Code to be deposited therein from the proceeds of sticli Bonds, as certified by an
Authorized Officer; provided further, however, that for purposes of this definition. Aggregate Debt Service is to be
computed with respect to cacTi Variable Rate Bond entitled to the benefit of the Common Reserve Subaccount by
using the Assumed Long-Term Fixed Rate applicable thereto.

“Consulting Engineer” means the engineer or engineering firm or corporation retained from time
to time pursuant to the Bond Resolution to perform the acts and carry out the duties provided for such Consulting
Engineer in the Bond Resolution,

“Costs “means all costs of any Improvement and include, but are not be limited to, all costs and
estimated costs of the issuance of the Bonds, all architectural, engineering, inspection, financial and legal expenses,
the cost of causing the payment olthe principal or interest or both of the Bonds to be insured or guaranteed, the initial
cost ofany Support Facility or Interest Rate Exchange Agreement obtained or permitted by the Act, and interest which
it is estimated will accrue durins the construction of any Improvements and for six (6) months thereafter.
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‘Debt Service means, as of any particular date of computation, (1) with respect to the Senior
Bonds, with respect to any Bonds and with respect to any period, the aggregate of the amounts to be paid or set aside
in such period for the payment (or retirement) of the principal and Redemption Price (if any) ot~ and interest on, such
Bonds; provided, however, that the term “Debt Service” does not include interest on Bonds to the extent it is to be
paid from amounts on credit to a Series Improvement Interest Subaccount, amounts on credit to the Debt Service
Account or any other provisions made for the payment of interest, and (2) with respect to the Junior Bonds, with
respect to any Bonds and with respect to any period, the aggregate of the amounts to be paid or set aside in such period
for the payment (or retirement) of the principal and Redemption Price (if any) o1 and interest on, such Bonds;
provided, however, that the term “Debt Service” does not include interest on Bonds to the extent it is to be paid from
amounts on credit to a Series Improvement Interest Subaccount, amounts on credit to the Debt Service Subaccount or
any other provisions made for the payment of interest; provided further, however, that in determining the amount of
interest coming due during any applicable period on any Series of Bonds that are issued as Interest Subsidy Bonds,
amounts equal to Refundable Credits the City and County is scheduled to receive during such period shall be deducted
from such interest.

“Department” means the Department of Environmental Sen’ices of the City and County as
established by the City Charter, or the successor thereto.

“Depositaty” means any bank, national banking association or trust company selected and
appointed by an Authorized Officer in accordance with the applicable Bond Resolution as a depositary of moneys and
Investment Securities held under the provisions of the applicable Bond Resolution.

“Depository” means The Depository Trust Company, New York, New York, or its nominee, or any
other person, firm, association or corporation designated in the Series Resolution authorizing a Series of l3onds or a
Series Certificate relating to such Series of Bonds to serve as securities depository for the Bonds ofsuch Series.

“Dfrecwr ofBudget and Fiscal Services” means the Director of Budget and Fiscal Services of the
City and County appointed pursuant to and having the powers as set forth in the Act and the City Charter, or any
successor.

“Director of Environmental Services” means the Director of the Department of Environmental
Services of the City and Cotinty appointed pursuant to and having the powers as set forth in the Act and the City
Charter, or any successor,

“&empt Obligation” means an obligation of any state orterritory of the United States of America,
any political subdivision of any state or territory of the United States of America, or any agency, authority, public
benefit corporation or instrumentality of such state, territory or political subdivision, the interest on which is
excludable from gross income under Section 103 of the Code, and which; at the time an investment therein is made
or such obligation is deposited in any fund or account under the applicable Bond Resolution, is rated, ~vithout regard
to qualification of such rating by symbols such as “+“ or “-“ or numerical notation, “Aa” or better by Moody’s and
“AA” or better by S&P, or, if such obligation is not rated by Moody’s or S&l’, or, if such obligation is rated by neither
Moody’s nor S&P, has been assigned a comparable rating by another nationally recognized rating seh’ice, but in no
event rated lower than the lowest rating on Outstanding Bonds assigned by Moody’s or S&P.

“First Bond Resolution” means the First Wastewater Revenue Bond Resolution adopted by the City
Council of the City and County on November 10, 1998, as amended from time to time pursuant to its terms.

“First Resolullon Obligations” means bonds, notes and other evidence of indebtedness issued under
and pursuant to the First Bond Resolution.

“Fiscal J~a,’” means the 12 month period established by the City and County or provided by law
from time to time as its fiscal year, and which, as of the date of adoption of the applicable Bond Resolution, is the 12-
month period commencing on July 1 of any year and ending on June30 of the following year.

“Government Obligation” means a direct obligation of the United States of America, an obligation
the principal o1 and interest on, which are guaranteed by the United States of America, provided, that the full faith
and credit of the United States of America is pledged to any such direct obligation or guarantee.
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“Iniprovenienis” means the acquisition, purchase, construction, reconstruction, improvement,
betterment or extension of the Wastewater System.

‘Interest Rate Erchange .fgreenzent” means an agreement entered into by the City and County
relating to Bonds of one or more Series which provides that during the term of such agreement the City and County
is to pay to the Counterparty an amount based on the interest accruing at a fixed or variable rate per annum on a
notional amount and that the Counterparty is to pay to the City and County either (i) an amount based on the interest
accruing on such notional amount at a fixed, capped or variable rate per annum, in each case computed-according to
a fornwla set forth in such agreement, or that one will pay to the other any net amount due under such agreement, or
(ii) an amount based on the amount by which the ratc per annum at which such Bonds bear interest exceeds a rate per
annum stated in such agreement.

“interest S,thsmav Bonds” means (a) any bonds or other obligations issued as Build America Bonds
under Section 54AA of the Code, or under any other provision of the Code that creates a substantially similar direct-
pay subsidy program, (b) any bonds or other obligations issued as Recovery Zone Economic Development Bonds
under Section I 400U-2 olthe Code, or under any other provision of the Code that creates a substantially similar direct-
pay subsidy program, or (c) any other any bonds or other obligations issued under any provision or provisions of the
Code that create substantially similar direct-pay subsidy progratns to such programs with respect to Build America
Bonds and Recovery Zone Economic Development Bonds.

“bnesime,,t Agreement” means an agreement for the investment of moneys with a Qualified
Financial Institution.

“Investnient Securities” means any of (he following, if and to the extent that the same are legal for
the investment of funds of the Department:

(i) Government Obligations;

(ii) Investment Agreements;

(iii) Direct obligations and fully guaranteed certificates of beneficial interest of the Export
Import Bank of the United States: consolidated debt obligations and letter of credit-backed issues
ofthe Federal Home Loan Banks; participation certificates and senior debt obligations of the Federal
Home Loan Mortgage Corporation (“FI-ILMCs”); debentures of the Federal f-lousing
Administration; mortgage-backed securities (except stripped mortgage securities which are valued
greater than par on the portion of unpaid principal) and senior debt obligations of Fannie Mae
(“FNMA5”); participation certificates of the General Services Administration; guaranteed
mortgage-backed securities and guaranteed participation certificates of the Government National
Mortgage Association (“GNMA’s”); guaranteed participation certificates and guaranteed pool
certiFicates of the Small Business Administration; debt obligations and letter of credit-backed issues
of the Student Loan Marketing Association; local authority bonds of the US. Department of
Housing & Urban Development; guaranteed Title Xl linancings of the US. Maritime
Administration; guaranteed transit bonds of the Washington Metropolitan Area Transit Authority;
Resolution Funding Corporation securities.

(iv) direct obligations of any stale or territory of the United States of America or any
subdivision or agency thereof whose unsecured, uninsured and unguaranteed general obligation debt
is rated, at the time of purchase, “Aa” or better by Moody’s and “AA” or better by S&P, or any
obligation fully and unconditionally guaranteed by any state, subdivision or agency whose
unsecured, uninsured and unguaranteed general obligation debt is rated, at the time of purchase,

or better by Moody’s and “AA” or better by S&P;

(v) commercial paper (having original maturities of not more than 270 days) rated, at the lime
of purchase, “P-I” by Moody’s and “A-I” or better by S&P;

(vi) Federal fitnds, unsecured certificates of deposit, time deposits or bankers acceptances (in
each case having maturities of not more than 365 days) of any domestic bank including a branch
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office of a foreign bank which branch office is located in the United States, provided legal opinions
are received to the effect that full and timely payment of such deposit or similar obligation is
enforceable against the principal office or any branch ofsuch bank, which, at the time of purchase,
has a short-term “Bank Deposit” rating of”P-l” by Moody’s and a “Short-Term CD” rating of”A
I” or better by S&P.

(vii) deposits of any bank or savings and loan association which has combined capital, surplus
and undivided profits of not less than $3 million, provided such deposits are continuously and fully
insured by the Bank Insurance Fund or the Savings Association Insurance Fund of the Federal
Deposit Insurance Corporation (“FDIC”);

(viii) investments in money-market funds rated “Aaa” by Moody’s, and “AAAm” or
“AAAm-G” by S&P;

(ix) repurchase agreements collateralized by Government Obligations, GNMAs, FNMAs or
FHLMCs with any registered broker/dealer subject to the Securities Investors’ Protection
Corporationjurisdiction or any commercial bank insured by the FDIC, if such broker/dealer or bank
has an uninsured, unsecured and unguaranteed obligation rated in the top two rating tiers by
Moody’s, and “AA-I” or “AA-” or better by S&P, provided:

(a) a master repurchase agreement or specific written repurchase agreement governs
the transaction; and

(b) (he securities are held free and clear of any lien by the Depositary or an
independent third party acting solely as agent (“Agent”) for the DeposiLary. and such third
party is (i) a Federal Reserve Bank, or (ii) a bank which is a member of the Federal Deposit
Insurance Corporation and which has combined capital, surplLls and undivided profits of
not less than $50 million, and the Depositary has received written confirmation from such
third party that it holds such securities, free and clear of any lien, as agent for the
Depositary; and

(c) a perfected first security interest under the Uniform Commercial Code, or book
entry procedures prescribed at 31 C.F.R. 306.1 et seq. or 31 C.RR. 350.0 et seq. in such
securities is created for the benefit of the Depositary; and

(d) the repurchase agreement has a term of 3 years or less, and the Depositary or the
Agent will value the collateral securities no less frequently than weekly and will liquidate
the collateral securities if any deficiency in the required collateral percentage is not restored
within two business days of such valuation; and

(e) the fair market value of the securities in relation to the amount of the repurchase
obligation, including principal and interest, is equal to at leasl 100%;

(x) investments in any mutual fund whose portfolio is limited to Government Obligations and
the investments described in clause (ii) of Investment Securities; and

(xi) student loan resource securities including student loan auction rate securities, student loan
asset—backed notes, student loan program revenue notes and bonds, and securities issued pursuant
to Rule 144A of the Securities Act of 1933, including any private placement issues, issued with
either bond insurance or overcollateralization guaranteed by (he United States Department of
Education, provided all insurers maintain an “Aaa” by Moody’s, “AAA” by S&P or equivalent
rating by other rating agencies.

“Junior Bonds’ means the Second Bond Resolution, Wastewater System Revenue Bonds
authorized by, and at any time outstanding pursuant to the Second Bond Resolution.
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“Junior Series Certf/icate means a certificate of an Authorized Officer fixing the terms, conditions
and other details of Junior Bonds in accordance with the delegation of power to do so under the Second Bond
Resolution or under a Junior Series Resolution.

Junior Series l?esolution” means a resolution authorizing the issuance of a Series ofiunior Bonds
adopted by the City Council pursuant to the Second Bond Resolution.

‘LIBO!?” means the offered rate for deposits in U.S. dollars for a one-month peiiod which appears
on the Telerate Page 3750 at approximately 11:00 am., London time, on such date, or if such date is not a date on
which dealings in U.S. dollars are transacted in the London interbank market, then on the next preceding day on which
such dealings were transacted in such market.

‘Moody’s” means Moody’s Investors Service, Inc., its successors and their assigns, and, if such
corporation for any reason no longer performs the functions of a securities rating agency, “Moody’s” is deemed to
referto any other nationally recognized rating agency, ifany, designated by the Director of Budget and Fiscal Services.

‘,Vet Revenue Requirement’ means with respect to any Fiscal Year or any period, (A) with respect
to the Senior Bonds, an amount equal to the greater of (i) tite sum of(a) the Aggregate Debt Service in such Fiscal
Year or such period, and (b) the Required Deposits for such Fiscal Year or such period; or (ii) 1.20 times the Aggregate
Debt Service in such Fiscal Year or such period, plus 1.00 times the aggregate Support Facility Reimbursement
Obligations outstanding as of the end of such Fiscal Year or such period; and (B) with respect to the Junior Bonds, an
amount equal to the greater of: (i) the sum of(a) the Aggregate Debt Service under the First Bond Resolution and the
Aggregate Debt Service in such Fiscal Yearorsuch period, and (b) the Required Deposits forsuch Fiscal Yearorsuch
period; or (ii) 1.10 times the Aggregate Debt Service (as defined in the First Bond Resolution) under the First Bond
Resolution and 1.10 times the Aggregate Debt Service in such Fiscal Year or such period, plus 1.00 times the aggregate
Support Facility Reimbursement Obligations outstanding as of the end of such Fiscal Year or such period.

“,\ref Reve,uies” means, with respect to any period; the Revenues during such period less amounts
required to pay Operation and Maintenance Expenses.

‘Operation and Maintenance I~~pet~scs” means the costs and expenses ofoperating and maintaining
the Wastewater System, including, without limiting the generality of the foregoing, (i) all expenses includable in the
operation and maintenance expense accounts of the Department relating to the ~Vastewater System according to
generally accepted accounting principles, exclusive of depreciation and amortization of property values or losses, (ii)
to the extent not included in the preceding clause (i) or paid from Bond proceeds or otherwise, the Department’s share
of the costs and expenses of operating and maintaining any plants and properties jointly owned with others, and (iii)
the amounts, if any, payable to the United States Treasury Department pursuant to Section 148 of the Code.

“Opinion of Counsel” means with respect to the City and County a written opinion of counsel
selected by the Director of Budget and Fiscal Services who is not an employee of the City and County, and which,
with respect to Federal income tax law and securities law relating to obligations issued by state and local governmental
units, is Bond Counsel. Any Opinion of Counsel may be based (insofar as it relates to factual matters or information
which is in the possession of the City and County) upon a written certificate of the City and County unless such
counsel knows, or in the exercise of reasonable care should have known, that such written certificate is erroneous,

‘Outstanding” or “outstanding” when used with reference to Bonds means, as of any date, Bonds
theretofore or thereupon issued pursuant to the applicable Bond Resoltition, except: (a) any Bonds canceled by a
Paying Agent or paid at or prior to such date; (b) Bonds in lieu of or in substitution for which other Bonds have been
delivered pursuant to the applicable Bond Resolution; (c) Bonds deemed to be no longer outstanding under the
applicable Bond Resolution as provided in the applicable Bond Resolution and (d) Option Bonds tendered or deemed
tendered in accordance with the provisions of the Series Resolution or the Series Certificate relating to such Bonds.

“Parily Support Facility Reinthursament Obligation” means the obligation of the City and County
described in the applicable Bond Resolution to directly reimburse the Support Facility Provider of any Support Facility
for amounts paid by such Support Facility Provider under such Support Facility or a Counterparty under an Interest
Rate Exchange Agreement for amounts paid thereunder, on a parity with the obligation of the City and County to pay
the Bonds, whether or not such obligation to reimburse is evidenced by a promissory note or other similar instrument.
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“Paying Agent” means, as to Bonds of any particular Series, the Director of Budget and Fiscal
Services or the bank or trust company designated For the payment ci the principal and Redemption Price, if any of;
and interest on, the Bonds of such Series in the Series Resolution authorizing the issuance of such Series or the Series
Certificate relating to such Series.

“Record Date” means, with respect to any Series of Bonds, (i) with respect to the payment of
interest, the fifteenth (I 5th) day (whether or not a Business Day) oi’the month preceding an interest payment date; (ii)
with respect to notice of redemption, the 45th day (whether or not a Business Day) preceding the date of redemptio.n;
or (Hi) such other day as may be provided in the Series Resolution authorizing the issuance of such Series or the Series
Certificate relating to such Series.

‘Recovety Zone Economic Development Bonds” means any means any bonds or other obligations
issued as Recovery Zone Economic Development Bonds under Section 1400U-2 of the Code, or under any other
provision of the Code that creates a substantially similar direct-pay subsidy program.

“ReJi,ndable C’redits” means (a) with respect to a Series of Bonds issued as Build America Bonds
under Section S4AA of the Code, the amounts which are payable by the Federal government under Section 6431 of
the Code, which the City and County has elected to receive under Section 54AA(g)(l) of the Code, (b) with respect
to a Series oiBonds issued as Recovery Zone Economic Development Bonds under Section I 400L3-2 of die Code, the
amounts which are payable by the Federal government under Section 6431 of the Code, which the City and County
has elected to receive under Section l400U-2 of the Code, and (c) with respect to a Series of Bonds issued as any
other type of Interest Subsidy Bonds, the amounts which are payable by the Federal government under provisions of
the Code governing a direct-pay subsidy program or programs substantially similar to such programs with respect to
Build America Bonds and Recovery Zone Economic Development Bonds.

“RefiwdedAlunicipal Ohilgations” means Exempt Obligations which are rated in the highest rating
category by Moody’s and S&P and provision for the payment of the principal of and interest on which has been made
by an irrevocable deposit with a trustee or escrow agent of Governmental Obligations, which are held by a bank or
trust company organized and existing under the laws of the United States of America or any state, the District of
Columbia or possession thereof in the capacity as custodian, the maturing principal of and interest on which
Government Obligations will be sufficient to pay, when due, the principal ofand interest on such Exempt Obligations.

“Reimbursable Obligations” means reimbursable general obligation bonds issued and delivered or
to be hereafter issLied and delivered by the City and County to finance certain costs related to the Wastewater System,
the debt service on which the Department is required by State law to reimburse the City and County’s General Fund.

“Reimbursable Obligation Requirement” means, with respect to any period of time, the amount
required to be credited to the Reimbursable Obligation Account pursuant to the ordinances and resolutions of the City
Council authorizing the issuance and delivery of Reimbursable Obligations.

“Required Deposits” means, for any period, (A) for purposes ofthe First Bond Resolution, amounts
required: (i) to be paid into the Common Reserve Account, each Separate Reserve Account, the Subordinate
Obligation Account and Reimbursable Obligation Account; and (H) to pay Support Facility Reimbursement
Obligations; and (B) for purposes of the Second bond Resolution, (i) the Required Deposits under the First Bond
Resolution exclusive of transfers from the Sewer Fund to the Subordinate Obligation Account; and (ii) the omoLtnts,
if any, required: (a) to be paid into the Rebate Subaccount, the Common Reserve Subaccount, each Separate Series
Reserve Subaccount, and the Third Lien Obligation Subaccount, and (b) to pay Support Facility Reimbursement
Obligations,

“Revenue Bond Index” means the 30 year Revenue Bond Index of The Bond Buyer, a publication
in New York, New York, or any successor publication maintaining such Index or in the event The Bond Buyer or any
successor publication does not maintain such Index, an equivalent index with the same or similar components as the
Revenue Bond Index.

“Revenues” means (A) with respect to the First Bond Resolution, the moneys, including any moneys
collected from the City and County or any department thereof other than the Department, derived by the Department
from the rates, rentals, fees and charges prescribed for the use and services of; and the facilities and commodities
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furnished by, the Wastewater System, including, without limiting the generality of the foregoing, (I) all income,
receipts, profits, and other moneys derived from the furnishing or supplying of the services, lbcilities and commodities
through the Wastewater System; (ii) all income from investments of moneys held under the Bond Resolution including
investment income on the Improvement Account but not including any earnings on the Rebate Account, the
Subordinate Obligation Account or the Reimbursable Obligation Account; (iii) all payments made by Counterparties
pursuant to Interest Rate Exchange Agreements; and (iv) moneys and Investment Securities transferred from the Rate
Stabilization Account to the Sewer Fund within90 days following the end of a Fiscal Year. “Revenues” will not
include, (i) deposits subject to refund until such deposits have become the property of the City and County; (ii)
contributions in-aid-of construction and assessment, impact and other similar fees imposed and collected by the City
and County which are targeted to pay the Costs of specific Improvements; (iii) income, fees, charges, receipts, profits
or other moneys derived by the Department from the ownership or operation of an)’ separate utility system; (iv) any
gifts, grants, donations or other moneys received by the City and County for purposes of the ~Vastewater System from
any State or Federal agency or other person if such gifts, grants, donations or other moneys are the subject of any
limitation or reservation: (a) imposed by the donor or grantor; or (b) imposed by law or administrative regulation to
which the donor or grantor is subject, limiting the application of such funds; (v) amounts retained in the Sewer Fund
for working capital and operating reserves pursuant to the Bond Resolution; (vi) moneys and Investment Securities
transferred from the Sewer Fund to the Rate Stabilization Account within 90 days following the end of a Fiscal Year;
or (vii) Wastewater System Facility Charges; and (B) with respect to the Second Bond Resolution, the amounts
described in (A) and (i) all income from investments of moneys held under the Second Bond Resolution including
investment income on the Improvement Second Account created by the Second Bond Resolution but not inclttding
any earnings on the Rebate Subaccount or Third Lien Obligation Subaccount; and (ii) all payments made by
Counterparties pursuant to Interest Rate Exchange Agreements

means Standard & Poor’s Rating Services, a division of The McGraw-Hill Companies, its
successors and their assigns, and, if such corporation for any reason no longer performs the functions of a securities
rating agency, S&P is deemed to refer to any other tiationally recognized rating agency designated by the Director of
Budget and Fiscal Services.

“Second Bond Resolution’ means the Second Wastewater Revenue Bond Resolution adopted by
the City Council of the City and County on November 10, 1998, as amended from time to time pursuant to its terms.

“Senior Bonds’ means the First Bond Resolution, Wastewater System Revenue Bonds authorized
by, and at any time outstanding pursuant to the First Bond Resolution.

‘Senior Series (‘erti/icafe “means a certilicate ofan Authorized Officer fixing the terms, conditions
and other details ofSenior Bonds in accordance with the delegation of power to do so under the First Bond Resoltition
or under a Senior Series Resolution,

“Senior Series Resolution” means a resolution authorizing the issuance of a Series of Senior Bonds
adopted by the City Council pursuant to the First Bond Resoltttion.

‘Serial Bonds” means Bonds which mature serially and which are not Term Bonds.

“Series, “ “Series of Bonds” or “Bonds of a Se,’iey” means all Bonds designated as being of the
same series issued and delivered on original issuance in a simultaneous transaction, and any Bonds thereafter delivered
in lieu thereof or in substitution therefor pursuant to the First Bond Resolution or the Second Bond Resolution, as
applicable.

‘Series (‘ertificore” tneans, as context requires, either a Senior Series Certificate or a Junior Series
Certificate.

“Series Resolution” means, as contextrequires, either a Senior Series Resolution or a Junior Series
Resolutioti.

“Sinking Fund Installment” means an omount so designated which is established pursuant to the
applicable Bond Resolution. The portion of any such Sinking Fund Installment remaining after the deduction of any
such amounts credited pursuant to the applicable Bond Resolution toward the same (or the original amount of any
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such Sinking Fund Installment if no such amounts have been credited toward the same) will constitute the unsatisfied
balance of such Sinking Fund Installment for the purpose of calculation of Sinking Fund Installments due on a future
date.

“Subordinate Obligations means the Junior Bonds any bonds, notes or other evidences of
indebtedness of the City and County payable from the Net Revenues, other than the Senior Bonds and the
Reimbursable Obligations, issued in compliance with the provisions of the First Bond Resolution.

‘Subordinate Obligation Requirement” means with respect to any period of time, the amount
required to be deposited in the Subordinate Obligation Account pursuant to the First Bond Resolution, indenture or
other instruments of the City and County adopted by or entered into by the City and County in accordance with the
Bond Resolutions and providing for all payments with respect to Subordinate Obligations.

“Supplemental Resolution” means any resolution adopted by the City Council and becoming
effective pursuant to and in compliance with the provisions of the applicable Bond Resolution which amends or
supplements the provisions of the applicable Bond Resolution, any Series Resolution or any other Supplemental
Resolution.

‘Support Facility” means an irrevocable letter of credit, surety bond, loan agreement, standby
purchase agreement or other agreement, facility or insurance or guaranty arrangement issued or extended by one or
more Support Facility Providers, pursuant to which the City and County is entitled to obtain moneys to pay the
principal or Redemption Price of Bonds due in accordance with their terms or tendered for purchase or redemption,
plus accrued interest thereon to the date of payment, purchase or redemption thereof in accordance with the applicable
Bond Resolution and with the Series Resolution authorizing such Bonds or a Series Certificate relating to such Bonds,
whether or not the City and County is in default.

“Support Facility Provider” means a bank, a trust company, a national banking association, an
organization subject to registration with the Board of Governors of the Federal Reserve System under the Bank
Holding Company Act of 1956 or any successor provisions of law, a federal branch pursuant to the International
Banking Act of 1978 or any successor pmvisions of law, a savings bank, a savings and loan association, an insurance
company or association chartered or organized under the laws of any state of the United States of America, the
Government National Mortgage Association or any successor thereto, the Federal National Mortgage Association or
any successor thereto, or ally other federal agency or instrumentality approved by the City and County or a
Counterparty.

‘Support Facility Reinthw’se,nent Obligation’’ means tile obligation of the City and Cotitity
described in the Bond Resolutions to directly reimburse the Support Facility Provider ofa Support Facility for amounts
paid thereunder or a Counterparty under an Interest Rate Exchange Agreement for amounts paid thereunder, whether
or not such obligation to reimburse is evidenced by a promissory note or other similar instrument.

“Tax-exempt Ilondc” means Bonds the interest on which is intended by the City and County to be
excluded from gross income of the holders of such Bonds for federal income taxation pttrposes pursuant to the Code.

“Term Bonds” means (i) with respect to the Senior Bonds, Bonds, the retirement or the redemption
of which is to be provided for from moneys credited to the Debt Service Account pursuant to the First Bond Resolution,
and (ii) with respect to the Junior Bonds, Bonds the retirement or the redemption of which is to be provided for from
moneys credited to the Debt Service Subaccount pursuant to the Second Bond Resoltition.

“Variable Rate Bandy” means any Bonds issued bearing interest at a rate per annum subject to
adjustment from time to time based on the terms thereo~ based upon an index, or otherwise calculated in a manlier
which precludes the actual rate for the entire term of such Bonds from being ascertainable in advance as provided for
in the applicable Bond Resolution.

“lVasteivater System” means all plants and properties, both real and personal and tangible and
intangible, nowor hereafter existing, under the management, control orjurisdiction ofthe Department, used for, useful
in, or pertaining to the collection, pretreatment, advanced primary treatment, primary treatment, secondary treatment,
tertiary treatment, purification, conveyance, storage, drainage, discharge and disposal of sewage, water, wastewater,
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storniwater, influent, effluent, or other liquids or suspended solids, or incidental or necessary to the preservation of
the City and County’s orthe Department’s ~vastewaIer conveyance facilities, wastewater treatment plants, waste~vater
disposal facilities, storm drains and sewers, sewage pump stations, sewage treatment plants, sewers, interceptors,
outfall and other related facilities and plants, and the integrity thereof. The terms used in the preceding sentence have
the meanings as ascribed to them in the City Code. Without limiting the generality of the foregoing, the Wastewater
System includes: (1) the existing plants and properties comprising the Wastewater System under the management,
control orjurisdiction of the Department, as of the date of adoption of the Bond Resolution; and (2) all Improvements
thereafter constructed or otherwise acquired, purchased or annexed.

‘IVaswwatcrSystcn; Facility chaigc” has the meaning specified in the City Code,

THE FIRST BOND RESOLUTION

Pledge Made in the Bond Resolution

Thc Bonds are payable solely from and secured by the funds pledged therefor under the Bond
Resolution. The City and County has pledged as security for the payment of the principal of, Redemption Price. if
any, and interest on the Bonds in accordance with their terms and the provisions of the Bond Resolution, subject only
to the provisions of the Bond Resolution permitting the application thereof for the purposes and on the terms and
conditions set forth in the Bond Resolution: (i) the proceeds of sale of the Bonds pending application thereof in
accordance with the provisions of the Bond Resolution or of a Series Resolution or a Series Certificate; (ii) the Net
Revenues; and (Hi) all Funds and Accounts held under the Bond Resolution other than the Rebate Account, the
Subordinate Obligation Account, the Reimbursable Obligation Account, with respect to any Series of Bonds not
entitled to the benefit of a Separate Series Reserve Account, such Separate Series Reserve Account, and with respect
to any Series of Bonds not entitled to the benefit of the Common Reserve Account, the Common Reserve Account,
including the investments, if any, in such Futids and Accounts; and the Bondholders have a lien on, and a security
interest in, such proceeds, Net Revenues and Funds and Accounts for such purpose and stibject to such provisions of
the Bond Resolution. Such lien and security interest for the payment of Bonds are prior and superior to the lien and
security interest for the payment of Sttbordinate Obligations and Reimbursable Obligations.

The Bond Resolution provides that each of the obligations, duties, limitations and restraints imposed
upon the City and County by the Bond Resolution is deemed to he a covetiant between the City and County and every
Holder of the Bonds, and the Bond Resolution and every provision and covenant set forth in the Bond Resolution is
deemed to be and constitute a continuing contract and agreement between the City and County and the Holders from
time to time of the Bonds issued under the Bond Resolution, to secure the full and final payment of the principal and
redemption price of and interest on all Bonds which may from time to time be issued, executed, and delivered under
the Bond Resolution. The covenants and agreements set forth in the Bond Resolution to be performed by the City and
County are for the equal and proportionate benefit, security and protection of all Holders of the Bonds without
preference, priority or distinction as to payment or security or otherwise of any of the Bonds over any of the others
for any reason or cause whatsoever except as expressly provided in the Bond Resolution, in a Series Resolution, a
Series Certificate or a Supplemental Resolution, or in the Bonds.

Additional Bonds

Basic Thst. One or more Series of Bonds (exclusive of refunding Bonds) may be issued at any time
and from time to time for any lawful use or purpose relating to the Wastewater System, including, without limitation,
payment of all or a portion of the Costs of Improvements, but only upon compliance as to each such Series with the
provisions set forth in the Bond Resolution, including, among other things, delivery to the Director of Budget and
Fiscal Services of the following documents or moneys or securities:

A written certificate of the City and County stating the amount required to be in the
Common Reserve Account after issuance ofthe Bonds then to be issued, and that after deposit in the Common
Reserve Account of the amount, ifany, to be deposited therein in connection with the issuance ofsuch Bonds,
the amounts on deposit in the Common Reserve Account will not be less than the Common Reserve Account
Requirement.
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2. A written certificate ofihe City and County stating the amount required to be in the Series
Reserve Account created, if any, to provide additional security for the Bonds of such Series after issuance of
Bonds then to be issued, and that alter deposit in such Separate Series Reserve Account of the amount to be
deposited therein in connection with the issuance of such Bonds, the amounts on deposit in such Separate
Series Reserve Account will not be less than the Separate Series Reserve Account Requirement for such
Separate Series Reserve Account.

3. Either (I) a written certificate of the City and County based: (i) on audited figures or (ii) to
the extent audited figures are not available, on figures taken by an independent certified public accountant
from the Department’s books and records, showing that the Net Revenues for: (a) the most recent Fiscal
Year, or (b).any consecLitive I 2-months’ period out of24 months immediately preceding the month in which
such Bonds are issued were not less than 1.20 times the maximum Aggregate Debt Service on all Bonds then
Outstanding and on the proposed Series of Bonds in any Fiscal Year, plus 1.00 times the aggregate Support
Facility Reimbursement Obligations outstanding as of the date of the written certificate of the City and
County, or (II) a written certificate of the City and County or Certificate of the Consulting Engineer that the
Net Revenues to be derived in each of the five (5) Fiscal Years following the earlier of: (i) the end of the
period during which interest is capitalized or, if no interest is to be capitalized, the Fiscal Year in which the
proposed Series of Bonds are issued, and (ii) the date on which substantially all Improvements to be financed
with the proceeds of the proposed Series of Bonds are expected to commence operations, or, if the proceeds
of such Series of Bonds will not be used to fund the Costs of Improvements, the Fiscal Year in which the
proposed Series of Bonds are issued, are estimated to be not less than 1.20 times the maximum Aggregate
Debt Service on all Bonds then Outstanding and on the proposed Series of Bonds in any such Fiscal Year,
plus 1,00 times the aggregate Support Facility Reimbursement Obligations outstonding as of the date of such
written certificate of the City and County or certificate of the Consulting Engineer, as the case may be.

Cenain .4cjiustinei,ts. The Bond Resolution permits and requires certain adjustments to be made in
determining tvhether the Basic Test described above for the issuance of Bonds other than Refundins Bonds is met.

1. In determining Debt Service on Variable Rate Bonds then Outstanding and Variable Rate
Bonds then proposed to be issued for purposes of the Basic Test described above, the interest rate is to be
calculated as: U) if any Variable Rate Bonds are then Outstanding and have been Outstanding lbr at least
24 months, the average interest rate borne by such Variable Rate Bonds over the preceding 12-month period
or if no such Variable Rate Bonds are then Outstanding, (a) for the proposed Variable Rate Bonds that are
Tax-exempt Bonds, the average interest rate of the Revenue Bond Index over the preceding 12-month period
at the time of calculation, and (b) for the proposed Variable Rate Bonds that are not Tax-exempt Bonds, the
average interest rate of LIBOR over the preceding 12-month period at the time of calculation..

2. Bond Anticipation Notes then Outstanding are to be treated as Bonds. In determining Debt
Service on such Bond Anticipation Notes, such Bond Anticipation Notes are assumed to mature in 30 years
and bear interest equal to the Revenue Bond Index at the time of calculation.

3. Subordinate Obligations and Reimbursable Obligations originally issued with a maturity
of five (5) years or less are assumed to mature in 30 years and bear interest equal to the Revenue Bond Index
at the tiTne of calculation.

4. In preparing the certificate required by the Basic Test described above, the Authorized
Officer or the Consulting Engineer, as applicable, may make adjustments to the Net Revenues as follows:

a. If any changes have been made in the schedule of rates and charges imposed by
the City and County for commodities and services furnished by the Wastewater System which are
in effect at the time of adoption ofthe Series Resolution authorizing the issuance ofthe Bonds then
being issued and were placed into effect subsequent to the start of the Fiscal Year or the 12-month
period selected pursuant to item 3 of the Basic Tess described above, the Authorized Officer, may,
if such changes result in increases in such rates and charges, and must, if such changes result in
reductions in such rates and charges, adjust the Net Revenues for such period to reflect any change
in such Net Revenues which would have occurred if the schedule of rates and charges in effect at
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the time of the adoption of the Series Resolution providing for the issuance of such Bonds had been
in effect during the portion of such period in which such schedule was not in effect.

b, If customers are being served by the Department at the time of adoption of the
Series Resolution authorizing the issuance of the Bonds then being issued and who were added to
the Wastewater System subsequent to the start of the Fiscal Year or the 12-month period selected
pursuant to item 3 of the Basic Test described above, the Authorized Officer may adjust the Net
Revenues for such period to reflectany change in such Net Revenues which would have occurred
if the additional customers had been served during the portion of the period in which such customers
were not served.

c. If residential, commercial, industrial or institutional customers which are in
existence are not then served by 11w Wastewater System at the time of adoption of the Series
Resolution authorizing the issuance of the Bonds then being issued, but are then expected to be
served during the five (5) Fiscal Years covered by such certificate, the Authorized Officer or the
Consulting Engineer, as applicable, must estimate the effect which such new custotners would have
had on the Net Revenues for the period selected pursuant to item] ofthe Basic Test described above,
if such new customers had been served during the entire period and may adjust the Net Revenues
for such period to give effect to such new customers. Any such estimate will he based upon the
operating experience and records of the Department with respect to the Wastewater System and
upon any available financial and quarterly statistics deemed pertinent by the Authorized Officer or
the Consulting Engineer, as applicable.

d. If any long-term, guaranteed contracts ‘vith customers of the Wastewater System
are in effect at the time of adoption of the Series Resolution authorizing the issuance of the Bonds
then being issued and which were entered into subsequent to the start of the Fiscal Year or 12-month
period selected pursuant to item 3 of the Basic Test described above, the Authorized Officer may
adjust the Net Revenues for such period to reflect any change in such Net Revenues which would
have occurred if such contracts had been in effect for the entire period.

e. In rendering the certificate required pursuant to item 3 of the Basic Test, the
Authorized Officer or the Consulting Engineer, as applicable, must deem the Operation and
Maintenance Expenses for the Wastewater System for the first Fiscal Yearof the five (5) year period
lobe equal to such Operation and Maintenance Expenses for the Fiscal Year immediately preceding
the Fiscal Year in which the proposed Series of Bonds is to be delivered, and thereafter the
Authorized Officer or the Consulting Engineer, as applicable, must adjLlst, ifdeemed necessary, for
any increased Operation and Maintenance Expenses which are estimated to occur during any
subsequent Fiscal Year during the five (5) year period and are, in the judgment of the Authorized
Officer or the Consulting Engineer, as applicable, essential to maintaining and operating the
\Vastewater System.

f. In rendering any certificate pursuant to the Bond Resolution, the Authorized
Officer or the Consulting Engineer, as applicable, may rely upon estimates from other sources which
the Authorized Officer or the Consulting Engineer, considers reliable, making such adjustments and
provisions for contingencies hased on similar projects and other considerations as deemed
appropriate by such Atithorized Officer or the Consulting Engineer.

Refunding Bonds

The City and County may issue a Series of refunding Bonds at any time for the purpose of refunding
(including by purchase) all or any portion of Bonds Outstanding, including amounts to pay principal, redemption
premium and interest to the date of maturity or redemption (or purchase) and the expense of issuing the refunding
Bonds and of effecting such refunding if the conditions set forth in the Bond Resolution are complied with, including
all of the conditions of the Basic Test described above, except that condition 3 need not be complied with if the
maximum annual Debt Service in any Fiscal Year on the refunding Bonds proposed to be issued does not exceed
maximum annual Debt Service in any Fiscal Year on the refunded Bonds by more than 10%.
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The City and County may also issue a Series of refunding Bonds at any time for the purpose of
refunding (including by purchase) all or any portion of outstanding Subordinate Obligations or Reimbursable
Obligations, including amounts to pay principal, redemption premium and interest to the dale of maturity or
redemption (or purchase) and the expense of issuing the refunding Bonds and of effecting such refunding if the
conditions set forth in the Bond Resolution are complied with, including all of the conditions of the Basic Test
described above.

Bond Anticipation Notes

Bond Anticipations Notes may be issued by the City and County at such time as the City and County
shall have by a Series Resolution duly adopted authorized the issuance of Bonds under the Bond Resolution. No Bond
Anticipation Notes may be issued unless there has been filed with the Director of Budget and Fiscal Services on or
prior to the date of issuance of such Bond Anticipation Notes, a written certificate of the City and County to the effect
that, based on market conditions expected to be prevailing at the time of issuance of the Series of Bonds in anticipation
of which such Bond Anticipation Notes are issued and on other reasonable assumptions set forth in such written
certificate, the provisions of the Bond Resolution for the issuance of additional Bonds other than refunding Bonds are
expected to be complied with at the time of issuance of such Series of Bonds. The maximum maturity of any Bond
Anticipation Notes, including the renewals thereof, must not exceed five years from the date of the original Bond
Anticipation Note. The principal of Bond Anticipation Notes may be paid from the proceeds of such Bond
Anticipation Notes (or any renewal thereof) or from the proceeds of the Bonds in anticipation of which such Bond
Anticipation Notes were issued. The interest on such Bond Anticipation Notes may be secured by a lien on and pledge
of; and be paid from, the Net Revenues on a parity with the lien on and pledge of the Net Revenues created in the
Bond Resolution for the payment and security ofthe Bonds. The principal of Bond Anticipation Notes will be secured
by a lien on and pledge of the proceeds of the Bonds in anticipation of which such Bond Anticipation Notes were
issued and any such pledge will have priority over any other pledge of such proceeds created by the Bond Resolution.
Bond Anticipation Notes issued under the Bond Resolution are to be treated as Bonds for all purposes of the Bond
Resolution, and are to be payable from the Debt Service Account, except to the extent that the principal of any such
Bond Anticipation Note is paid from the proceeds of other Bond Anticipation Note or from the proceeds of Bonds.

Subordinate Obligations

The City and CoLinty may issue Subordinate Obligations which are payable out of, and which may
be secured by a pledge of, such amounts in the Subordinate Obligation Account as may from time to time be available
for the purpose of payment. The City and County may, by resolution, provide for various priorities in the liens and
pledges securing Subordinate Obligations, and nothing in the Bond Resolution shall be construed so as to require that
the payment of; or pledges securing, Subordinate Obligations be on a parity inter se.

The City and County may also issue Subordinate Obligations: (i) to refund any Subordinate
ObligaLions issued as provided in the Bond Resolution; (ii) to refund Outstanding Bonds; or (iii) to refund any
Reimbursable Obligations. Such Subordinate Obligations issued for refunding purposes may be payable ottt of, and
may be secured by a pledge of, such amounts in the Subordinate Obligations Fund or Wastewater General Account as
may from time to time be available therefor.

The Bond Resolution requires that any resolution, indenture or other instrument securing or
evidencing each issue of Subordinate Obligations must contain provisions (which shall be binding on all holders of
such Subordinate Obligations) not more favorable to the holders of such Subordinate Obligations than as described
below:

(I) In the event of any insolvency or bankruptcy proceedings, and any receiverslup,
liquidation, reorganization or other similar proceedings in connection therewith, relative to the City and
County or the Department, or to the property of the City and County or property operated by the Department,
and in the event of any proceedings for voluntary liquidation, dissolution or other winding up of the City and
County or the Department, the Holders of all Bonds then Outstanding will be entitled to receive payment in
full of all principal and interest on all such Bonds before the holders of the Subordinate Obligations are
entitled to receive any payment from the trust estate under the Bond Resolution consisting of the Net
Revenues and funds held under the Bond Resolution (the “Trust Estate” for these purposes) on account of
principal (and premium, if any) or interest on the Subordinate Obligations.
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(2) In the event that any issue of Subordinate Obligations is declared due and payable before
its expressed maturity because of the occurrence of an event of default (under circumstances when the
provisions of( I) above are not applicable), the Holders ofall Bonds Outstanding at the time such Subordinate
Obligations so become due and payable because of such occurrence ofsuch an event of default will be entitled
to receive payment in full of all principal and interest on all such Bonds before the holders of the Subordinate
Obligations are entitled to receive any accelerated payment from the Trust Estate of principal (and premium,
if any) or interest on the Subordinate Obligations.

(3) If any Event of Default with respect to the Bonds has occurred and be continuing (under
circumstances when the provisions of(1) above are not applicable), the Holders ofall Bonds then Outstanding
will be entitled to receive payment in full of all principal and interest on all such Bonds before the holders of
(he Subordinate Obligations are entitled to receive any accelerated payment from the Trust Estate of principal
(and premium, if any) or interest on the Subordinate Obligations.

(4) No Bondholder shall be prejudiced in his right to enforce subordination of the Subordinate
Obligations by any act or failure to acL on the part of the City and County.

(5) The Subordinate Obligations may provide that the provisions of( I), (2), (3) and (4) above
are solely for the purpose of defining the relative rights of the Bondholders on the one hand, and the holders
of Subordinate Obligations on the other hand, and nothing therein shall impair, as between the City and
County and the owners othe Subordinate Obligations, the obligation of the City and County to pay to the
owners thereof the principal thereof and premium, if any, and interest thereon in accordance with its terms,
nor shall anything therein prevent the holders of the Subordinate Obligations from exercising all remedies
otherwise permitted by applicable law or thereunder upon default thereunder, subject to the rights under (I),
(2), (3) and (4) above of the Holders of Bonds to receive cash, property or securities otherwise payable or
deliverable to the holders of the Subordinate Obligations; and the Subordinate Obligations may provide that,
insofar as a trustee or paying agent for such Subordinate Obligations is concerned, the foregoing provisions
shall not prevent the application by such trustee or paying agent of any moneys deposited with such trustee
or paying agent for the purpose of the payment of or on account of the principal (and premium, if any) and
interest on such Subordinate Obligations if such trustee or paying agent did not have knowledge at the time
of such application that such paynieni was prohibited by the foregoing provisions.

Any issue ofSubordinate Obligations may have such rank or priority with respect to any other issue
of Subordinate Obligations as may be provided in the resolution, indenture or other instrument securing such issue of
Subordinate Obligations and may contain such other provisions as are not in conflict with the provisions of the Bond
Resolution.

Reirnbursnble Obligations

The obligation for the payment of Reimbursable Obligations shall be: (i) after and inferior to the
lien and security interest for the payment of Bonds and those Subordinate Obligations which are payable from the
Subordinate Obligation Account; and (ii) prior and superior to the lien and security interest for tile payment of those
Subordinate Obligations which are payable from the Wastewater General Account. Reimbursable Obligations are
payable from the Reimbursable Obligation Account.

Support Facilities and Interest Rate Exeltange Agreentents

In connection with the issuance of any Series of Bonds and to the extent permitted by law, the City
and County may obtain or cause to be obtained from one or more Support Facility Providers one or more Support
Facilities providing for payment of all or a portion ?~ the purchase price or principal, premium, if any, or interest due
or to become due on specified Bonds of such Series, or providing for the purchase of such Bonds or a portion of such
Bonds by such Support Facility Providers, or providing, in whole or in part, for the funding of the Common Reserve
Account or a Separate Series Reserve Account pursuant to the Bond Resolution.

In connection with the issuance of any Series of Bonds or to better manage its assets and liabilities
and, to the extent permitted by law, the City and County may enter into with one or more Counterparties one or more
Interest Rate Exchange Agreements; provided that no such Interest Rate Exchange Agreement shall adversely affect
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the exclusion from gross income for purposes of federal income taxation of interest on the Tax-exempt Bonds of any
Series.

The City and County may enter into agreements with one or more Support Facility Providers or
Counterparties to provide for, among other things: (i) the payment of fees and expenses to such Support Facility
Providers or Counterparties; (ii) the terms and conditions of such Support Facility or Interest Rate Exchange
Agreement and the Series of Bonds affected thereby; and (iii) the security, if any, to be provided to such Support
Facility Providers or Counterparties. The City and County may secure the Support Facility or Interest Rate Exchange
Agreement by an agreement providing for the purchase of the Bonds secured thereby with such adjustments to the
rate of interest, method ofdetermining interest, maturity, or redemption provisions as specified in the Series Resolution
or the Series Certificate. Debt Service with respect to any Bonds so secured is to be calculated for purposes of the
definition of Common Reserve Account Requirement by using the Assumed Long-Term Fixed Rate.

The City and County may also agree in any agieement with the Support Facility Provider of such
Support Facility or the Counterparty under an Interest Rate Exchange Agreement to reimburse directly such Support
Facility Provider or Counterparty for any amounts paid tinder the terms of such Support Facility or Interest Rate
Exchange Agreement, together with interest thereon (the “Support Facility Reimbursement Obligation”); proi’ided
hon’ei’e,; that no Support Facility Reimbursement Obligation is to be created, for purposes of the Bond Resolution,
until amounts are paid under such Support Facility or Interest Rate Exchange Agreement, as the case may be, Any
such Support Facility Reimbursement Obligation may be secured by a lien on and pledge of the Net Revenues on a
parity with the lien on and pledge of the Net Revenues created by the Bond Resolution with respect to the Bonds (a
“Parity Support Facility Reimbursement Obligation”). Any such Parity Support Facility Reimbursement Obligation
will be deemed to be a part of the Series of Bonds to which the Support Facility which gave rise to such Parity Support
Facility Reimbursement Obligation relates. Payment of Support Facility Reimbursement Obligation may be made out
of the Sewer Fund as provided in the Bond Resolution.

Any Support Facility deposited in the Common Resent Account or the long-term debt of the
Support Facility Provider of such Support Facility must, in each case, be in the highest rating category each Rating
Agency, and if rated by A.M. Best & Company, also be rated in the highest rating category by AM. Best & Company
or its successors. In the event any Support Facility deposited in the Common Reserve Account or the long-term debt
of the issuerofany Support Facility deposited in the Common Reserve Account falls below the highest rating category
of each Rating Agency, and AM. Best & Company, if rated by A.M. Best & Company, the City and County must,
within 120 days, obtain a new Support Facility which is rated in the highest category of each Rating Agency or for
which the long-term debt of the issuer of sttch new Support Facility is ruled in the highest rating category of each
Rating Agency and A.M. Best & Company, ilraied by A.M. Best & Company; provided, however, thai if the new
Stipport Facility is not obtained within 120 days, the City and County must deposit in the Common Reserve Account
Net Reventies in the amount provided in the Bond Resolution, I fa disbursement is made pursuant to a Support Facility
deposited in the Common Reserve Account, the City and County must: first, reinstate the full amount of such Support
Facility; and second, if necessary deposit Net Revenues in the Common Reserve Account in the amount of the
disbursement made under such Support Facility, in eiiher case such that the amount in the Common Reserve Account
is equal to the Common Reserve Account Requirement within a period of time not longer than would be required to
restore the Common Reserve Account by application of moneys in the Sewer Fund. The City and County may at any
time deposit cash or Investment Securities as replacement for one or more Support Facilities.

The City and County must obtain and maintain in effect one or more Support Facilities for Option
Bonds. The City and County must obtain a replacement Support Facility to replace any Support Facility for Option
Bonds that is expiring, not renewed or terminated. Procedures for such replacement, maintenance and notices to
Bondholders, rating agencies or other persons are to be provided in the Series Resolution authorizing the Series of
Bonds or the Series Certificate relating to such Bonds.

Funds and Accounts

The City and County has established by ordinances the Sewer Fund and the Sewer Revenue Bond
Improvement Fund (the “Improvement Fund”). The Bond Resolution establishes the following accounts in the Sewer
Fund:
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~Vastewater System Facility Charge Account,
Debt Service Account,
Common Reserve Account,
Rebate Account,
Rate Stabilization Account,
Subordinate Obligalion Account,
Reimbursable Obligation Account,
Renewal and Replacement Account, and
Wastewater General Account,

The Bond Resolution permits the creation and establishment of one or more Separate Series Reserve Accounts in the
Sewer Fund. The Bond Resolution also permits the establishment of one or more Series Improvement Stibaccounts in
the Improvement Account and requires the establishment of one or more Series Improvement Interest Subaccounts in
11w Improvement Account if interest on the Bonds of a Series is to be paid from the proceeds of such Bonds during
the period of construction of any Improvements and for six months thereafter.

Sewer Fund

Revenues and Wasiewater System Facility Charges will be collected by the Department and
deposited into the Sewer Fund. From the amounts deposited in the Sewer Fund, the Department will transfer all
moneys collected as Wastewater System Facility Charges to the Wastewater System Facility Charge Account, pay the
current Operation and Maintenance Expenses, transfer to the Rebate Accotint such amount as is necessary to pay the
rebate amount due the United Stales Treasury Department under Section 148 of the Code or to set aside as a reserve
for such payment and make the transfers to other funds and accounts as provided in the Bond Resolution. In addition,
all other amounts required by the City Charter and the Bond Resolution to be deposited in the Sewer Fund will be so
deposited.

In each month, the City and County. after making the transfer, if any, to the Wastewater System
Facility Charge Account of all moneys received as Wastewater System Facility Charges, after paying or setting aside
a surncient amount to pay the Operating and Maintenance Expenses and making the transfer to the Rebate Account
as described above, will retain, apply or transfer on the 5th day preceding the end of each month a sufficient amount
of moneys in the Sewer Fund, in the following order of priority:

F/na, to the Debt Service Account, if and to the extent required so that the balance in the Debt
Service Account will be eqLtal to the Accrued Debt Service for all Bonds Outstanding and the interest
accrued on all Bond Anticipation Notes outstanding on said date;

Second (a) to the Common Reserve Account, ifand to the extent required, either (i) an amount such
that the balance in the Common Reserve Account will be equal to the Common Reserve Account
Requirement on such date, or (ii) an amount such that if the same atnount were deposited in each
month the amount of any deficiency in the Common Reserve Account will be eliminated at the end
of the sixth (6th) month following the first credit; and (b) to each Separate Series Reserve Account,
if and to the extent required, either (I) an amount such that the balance in each Separate Series
Reserve Account will be equaled to the Separate Series Reserve Account Requirement for each
Separate Series Reserve Account on such date! or (ii) an amount such that if the same amount were
deposited in each month the amount of any deficiency in each Separate Series Common Reserve
Account will be eliminated at the end of the sixth (6th) month following the first credit; provided,
however, that such transfers shall be pro rata, based on the proportion of the Common Reserve
Account Requirement and each Separate Series Reserve Account Requirement to the sum of the
Common Reserve Account Requirement and all Separate Series Reserve Account Requirements;

7hircl, in the Sewer Fund, a reasonable and necessary amount for working capital and operating
reserves;

Fourth, to the Subordinate Obligation Account, the amount, if any, equal to all Subordinate
Obligation Requirements theretofore accrued and unpaid and not met from any other source and to
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accrue and become payable during the succeeding calendar month and not met from any other
source;

F(flh, to the Reimbursable Obligation Account, the amount, if any, equal to all Reimbursable
Obligation Requirements payable on such day and not met from any other source;

Sixth, to the Renewal and Replacement Account, an amount equal to 1/12th of the amount provided
in the Annual Budget of the City and County to be credited to such Account during such Fiscal
Year; provided, however, that if any such monthly allocation to the Renewal and Replacement
Account is less than the required amount, the amount ofthe next succeeding monthly payment must
be increased by the amount of such deficiency;

Seventh, to the Waslewater System Facility Charge Account, such amount as is set forth in a written
certificate to reimburse such Account for the amount of any transfer to the Debt Service Account
made pursuant to the Bond Resolution;

Eighth, to the Rate Stabilization Account, such amount as is provided in the Annual Budget to be
transferred to the Rate Stabilization Account in such month or so much thereof as is available;
provided, however, that if any suclt monthly allocation to the Rate Stabilization Account is less than
the required amount, the amount of the ne,ct succeeding monthly payment must be increased by the
amount of such deficiency; and

A’inth, to the Wastewater General Account, such amount as is forth in a written certificate of the
City and County.

The City and County may, if provided in a Series Resolution or a Series Certificate relating to such
Bonds, directly pay oLit of the Sewer Fund reimbursements to providers of Support Facilities which have been drawn
upon in the same priority and order as payments from the Sewer Fund to the Debt Service Account, the Common
Reserve Account, each Separate Series Reserve Account or other Funds and Accounts as if such payments were part
of such Funds and Accounts.

Purposes of the Various Funds and Accounts

Sewer Fund- Debt Service .-lcco,ua The principal of and interest on, any Sinking Fund Installment,
the Redemption Price of and interest on the Bonds and interest on Bond Anticipation Notes are lobe paid out of the
Debt Service Account in the Sewer Fund to each Paying Agent on or before the respective due dates.

Amounts accumulated in the Debt Service Account by reason of the payment of any Sinking Fund
Installment may be applied by the City and County, on or prior to the 60th day preceding the due date of such Sinking
Fund Installment, to: (i) the purchase of Bonds of the maturity for which such Sinking Fund Installment was
established, or (ii) the redemption of such Bonds at the applicable Redemption Price, ifthen redeemable by their terms.
All such purchases of Bonds are to: (i) be made at prices not exceeding the applicable Redemption Price ofsuch Bonds
plus accrued interest; (ii) be made as arranged by the City and County in such manner and from such sellers or brokers
at such prices as the City and County may determine; and (iii) be made to insure that delivery of the Bonds so
purchased will not occur later than the 60th day next preceding the redemption date to which the Sinking Fund
Installment is to be applied. The applicable Redemption Price of any Bonds (or principal amount of maturing Bonds)
so purchased or redeemed is deemed to constitute part of the Debt Service Account until such Sinking Fund Installment
date, for the purpose of calculating the amount of such Account, As soon as practicable after the 60th day preceding
the due date of any such Sinking Fund Installment, the City and County must proceed to call for redemption on such
due date Bonds of the maturity for which such Sinking Fund Installment was established (except in the case of Bonds
maturing on a Sinking Fund Installment date) in such amount as is necessary to complete the retirement of the
unsatisfied balance of such Sinking Fund Instatlment after making allowance for any Bonds purchased or redeemed
pursuant to the Bond Resolution which the City and County has applied as a credit against such Sinking Fund
Installment as provided in the Bond Resolution.
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The amount, if any, credited to the Debt Service Account from a Series Improvement Interest
Subaccount is to be applied to the payment of interest on the Bonds as the same becomes due and payable as provided
in the Bond Resolution.

Upon any purchase or redemption pursuant to the Bond Resolution of Bonds of any Series and
maturity for which Sinking Fund Installments shall have been established: U) if the principal amount of the Bonds so
purchased is less than or equal to the next succeeding Sinking Fund installment for such Series there is to be credited
to the next such Sinking Fund Installment an amount equal to the principal amount of the Bonds of such Series so
purchased; and (ii) if the principal amount of the Bonds so purchased is greater than the next succeeding Sinking Fund
Installment, there is to be credited toward each such Sinking Fund Installment thereafter to become due an amount
bearing the same ratio to such Sinking Fund Installment as the total principal amount of such Bonds so purchased or
redeemed bears to the total principal amount of all such Sinking Fund Installments to be so credited or, at the option
of the City and County, an amount equal to the next succeeding Sinldng Fund Installment. The portion of any such
Sinking Fund Installment remaining after the deduction of any such amounts credited toward the same (or the original
amount of any such Sinking Fund Installment if no such amounts have been credited toward the same) will constitute
the unsatisfied balance of such Sinking Fund Installment for the purpose of calculation of Sinking Fund Installments
due on a future date.

All of the Refundable Credits received by the City and Cotinty shall be deposited immediately upon
receipt in the Debt Service Account, and such Refundable Credits are irrevocably pledged to the punctual payment of
the interest on the respective Series of Interest Subsidy Bonds to which such Refundable Credits relate, and the
Refundable Credits shall not be used for any oilier purpose while any of the Interest Subsidy Bonds reniain
Outstanding. All the Refundable Credits as received by the City and County shall immediately be subject to the lien
of this pledge without any physical delivery thereof or further act, and the lien of the pledge shall be valid as against.
and prior to the lien of, all parties having claims of any kind in tort, contract or otherwise against the City and County
irrespective of whether such parties have notice thereof. Notwithstanding the foregoing deposit and pledge, the
Refundable Credits are not considered Revenues or included in the calculation or Revenues under the Bond
Resolution. Additionally, in calculating the amount that the City and County pays out of the Debt Service Account to
the applicable Paying Agents as described in the first paragraph under the heading Purposes of the Various Funds
and Accounts” above, the City and County or the Paying Agent, as applicable, shall take into account Refundable
Credits only if they have been deposited in the Debt Service Account on or prior to the Business Days preceding the
applicable interest payment date and have not previously expended to pay Debt Service on the Bonds issued as Interest
Subsidy Bonds or otherwise transferred out of the Debt Service Account.

Sever Fund - Coninjon Reserve Account. If on the day preceding any principal or interest payment
date, the amount in the Debt Service Account is less than the Accrued Debt Service for all Bonds then Outstanding
which are entitled to the benefit of the Common Reserve Account, the City and County will pay out of the Common
Reserve Account to each Paying Agent for such Bonds the amount necessary to satisfy the deficiency for payment to
the holders of such Bonds. Amounts so applied are to be derived first, from cash or Investments Securities on credit
to the Common Reserve Account and second, from draws or demands on Support Facilities held as a part of the
Common Reserve Account, such draws or demands to be made pro rota among all such Support Facilities based on
the respective available amounts under such Support Facilities and upon the terms and conditions set forth in such
Support Facilities.

Whenever the amounts on deposit in the Common Reserve Account exceed the Common Reserve
Account Requirement, the City and County will withdraw the amount of such excess and deposit such excess to the
credit of the Debt Service Account or the Sewer Fund, as the City and County may determine.

Whenever the amount (exclusive of Support Facilities) in the Common Reserve Account, together
with the amount in the Debt Service Account attributable to Bonds entitled to the benefit of the Common Reserve
Account, is sufficient to pay in full the principal or Redemption Price, if any, of and interest on all such Outstanding
Bonds in accordance with their terms, the funds on credit to the Common Reserve Account are to be transferred to the
Debt Service Account and applied to make such payment. Prior to such transfer, all Investment Securities held in the
Common Reserve Account will to be liquidated by the City and County to the extent necessary to provide for timely
payment of the principal or Redemption Price, if any, of and interest on such Bonds.
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When a Series of Bonds entitled to the benefit of the Common Reserve Account are refunded in
whole or in part or is otherwise deemed paid within the meaning of the Bond Resolution, moneys may be withdrawn
from the Common Reserve Account to pay or provide for the payment of such Bonds or refunded Bonds, as the case
may be; provided that immediately after such withdrawal or transfer there must be on credit to the Common Reserve
Account for those Bonds of the Series of Bonds not refunded an amount equal to the Common Reserve Account
Requirement for the Bonds entitled to the benefit of the Common Reserve Account then Outstanding after taking into
account such refunding or payment.

The City and County may determine in the Series Resolution authorizing a Series of Bonds or a
Series Certificate related to a Series of Bonds that such Series of Bonds will not be entitled to the benefit of the
Common Reserve Account, in which case no amount will be required from the proceeds olsuch Series of Bonds for
credit to the Common Reserve Account and no amount will be payable from the Common Reserve Account to pay
amounts due or payable with respect to such Series of Bonds.

The Common Reserve Account Requirement is to be calculated or recalculated: (i) at the time of
issuance of a Series of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired in its entirety;
(iii) at such othertime as in the Opinion ofCounsel is required tç maintain the exclusion of interest on the Tax-exempt
Bonds from gross income for federal income taxation purposes.

Saner Fund - Separate Series Reserve Acco,inLc, If on the day preceding any principal or interest
payment date, the amount in the Debt Service Account is less than Accrued Debt Service for the Bonds of a Series
then Outstanding which are entitled to the benefit of a Separate Series Reserve Account, the City and County will pay
out of such Separate Series Reserve Account to the Paying Agent for such Bonds the amount necessary to satisi~ the
deficiency for payment to the holders of such Bonds. Amounts so applied shall be derived first, from cash or
Investments Securities on credit to such Separate Series Reserve Account and second, from draws or demands on
Support Facilities held as a part thereof such draws or demands to be made pro rata among all such Support Facilities
based on the respective available amounts under such Support Facilities and upon the terms and conditions set forth
in such Support Facilities.

Whenever the amounts on deposit in any Separate Series Reserve Account exceed the applicable
Separate Series Reserve Account Requirement, the City and County will withdraw the amount of such excess and
deposit such excess to the credit of the Debt Service Account or the Sewer Fund, as the City and County may
determine.

Whenever the amount (exclusive of Support Facilities) in any Separate Series Reserve Account,
together with the amount in the Debt Service Account attributable to Bonds entitled to the benefit of such Separate
Series Reserve Account, is sufficient to pay in full the principal or Redemption Price, if any, of and interest on all
such Outstanding Bonds in accordance with their terms, the Funds on credit to such Separate Series Reserve Account
are to be transferred to the Debt Service Account and applied to malce such payment, Prior to such transfer, all
Investment Securities held in such Separate Series Reserve Account will be liquidated by the City and County to the
extent necessary to provide for timely payment of the principal or Redemption Price of and interest on such Bonds.

When a Series of Bonds entitled to the benefit of the Separate Series Reserve Account are refunded
in whole or in part or are otherwise deemed paid within the meaning of the Bond Resolution, moneys may be
withdrawn front such Separate Series Reserve Account to pay or provide for the payment of such Bonds or refunded
Bonds, as the case may be; providedthat immediately after such withdrawal or transfer there must be on credit to such
Separate Series Reserve Account an amount equal to the Separate Series Reserve Account Requirement For the Bonds
then Outstanding which are entitled to the benefit of such Separate Series Reserve Account afler taLing into account
such refunding orpayment.

Each Separate Series Reserve Account Requirement is to be calculated or recalculated: (i) at the
time of issuance of a Series of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired in its
entirety; (iii) at such other time as in the Opinion of Counsel is required to maintain the exclusion of interest on the
Tax-exempt Bonds front gross income for federal income taxation purposes.
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Certain provisions of the Bond Resolution relating to Separate Series Reserve Account may be
modified in whole or in part with respect to any Series of Bonds entitled to the benefits of a Separate Series Reserve
Account.

Scit’er Fund - Rebate Account. If and to the extent required by the Code, an Authorized Officer
must periodically, at such times as may be required to comply with the Code, determine the amount required to be
rebated or otherwise paid to the Department of the Treasury of the United States of America with respect to each
Series of Tax-exempt Bonds and thereafter (I) transfer from any of the Fundsand Accounts pledged or held under the
Bond Resolution, other than the Debt Service Account, the Subordinate Obligation Account and the Reimbursable
Obligation Account and credit to the Rebate Account an amount equal to all or a portion of such amount to be rebated
with respect to such Series of Bonds and (ii) pay out of the Rebate Account to the Department of the Treasury of the
United States of America the amount, if any, required by the Code to be rebated or otherwise paid. Moneys in the
Rebate Account and the subaccounts therein are not available for the benefit of the Holders of the Bonds and are not
pledged to the payment of the Bonds or the interest thereon.

If and to the extent necessary to comply with any covenant established in a Series Resolution
authorizing a Series of Bonds or in a Series Certificate relating to such Series of Bonds regarding maintaining the
exclusion of interest on Tax-exempt Bonds from gross income for Federal income taxation purposes, the City and
County may establish a subaccount in the Rebate Account with respect to such Series of Bonds or provide for the
establishment such subaccount in such Series Resolution or in such Series Certificate.

Se;i’er Fund- Rate Stabilization Account. The amount of moneys and Investment Securities to be
maintained from time to time in the Rate Stabilization Account is to be provided for in the Annual Budget. Moneys
and Investment Securities maybe transferred to the Rate Stabilization Account as provided in the Annual Budget from
(i) the Sewer Fund in the order of priority provided in the Bond Resolution, or (ii) the Wastewater General Account
as provided in the Bond Resolution. Moneys and Investment Securities credited to the Rate Stabilization Account are
to be transferred to the Sewer Fund at the times and in the amounts as may be provided in the Annual Budget for the
purposes of stabilizing the rates and charges of the Wastewater System.

Sewer Fund - Re,wi:’a! and Replacement Account, Moneys on credit to the Renewal and
Replacement Account may be applied to the cost of the construction of improvements to or reconstruction of the
Wastewater System, emergency repairs of the Wastewater System, and major or extraordinary repairs, renewals or
replacements of the Wastewater System, in each case to be set forth in the Annual Budget; (i) to restore or prevent
physical damage to the Wastewater System or any part thereof; (ii) for the safe and efficient operation of the
Wastewater System; or (iii) to prevent loss of Revenues.

If on the day preceding any interest payment date the moneys in the Debt Service Account, after
making the transfer from the Common Reserve Account from each Separate Series Account as provided for in the
Bond Resolution and from the Wastewater General Account as provided for in the Bond Resolution, are insufficient
to pay the interest, principal and redemption price becoming due on the Bonds, the City and County must transfer
from the Renewal and Replacement Account for credit to the Debt Service Account the amount necessary (or all the
moneys in such Fund if less than the amount necessary) to satisfy such deficiency.

If on each January I and July I (i) the moneys, Investment Securities and the amount of Support
Facilities in the Common Reserve Account arc less than the Common Reserve Account Requirement, and the transfer
referred to in the preceding paragraph has been made, the City and County must transfer from the Renewal and
Replacement Account for credit to the Common Reserve Account the amount necessary (or all the moneys in such
Account if less than the amount necessan’) to satisfy such deficiency; and (H) the moneys, Investment Securities and
amount of Support Facilities in any Separate Series Reserve Account are less than the Separate Series Reserve Account
Requirement for such Separate Series Reserve Account, and the transfer referred to in the preceding paragraph has
been made, the City and County must transfer from the Renewal and Replacement Account for credit to such Separate
Series Reserve Account the amount necessary (or all the moneys in said Account if less than the amount necessary)
to eliminate such deficiency; providet hoit’eve,~ that such transfers will be pro rata, based on the proportion of the
Common Reserve Account Requirement and each Separate Series Reserve Account Requirement to the sum of the
Common Reserve Account Requirement and all Separate Series Reserve Account Requirements.
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If the moneys on credit to the Subordinate Obligation Account are less than the Subordinate
Obligation Requirement, and the transfers referred to in the preceding two paragraphs have been made, the City and
County ~vill transfer from the Renewal and Replacement Account to the Subordinate Obligation Account the amount
necessary (or all the moneys in such Account if less than the amount necessary) to satisfy such deficiency.

If the moneys on deposit in the Reimbursable Obligation Account are less than the Reimbursable
Obligation Requirement, and the transfers referred to in the preceding three paragraphs have been made, the City and
County must transfer from the Renewal and Replacement Account to the Reimbursable Obligation Account the
amount necessary (or all the moneys in such Account if less than the amounL necessary) to satisfy such deficiency.

Sewer Fund - Subordinate Obligation Account The City and County must at all times maintain in
the Subordinate Obligation Account an amount equal to the Subordinate Obligation Requirement. Moneys on deposit
in the Subordinate Obligation Account will be applied by the City and County solely in accordance with the provisions
of; and subject to the priorities and limitations and restrictions provided in the resolution, indenture or other instrument
of the City and County securing or evidencing such Subordinaie Obligations. Any moneys credited to the Subordinate
Obligation Account are immediately free and clear of the lien and pledge created by the Bond Resolution.

Sewer Fund - Reimbursable Obligation Account. The City and County must at all times maintain
in the Reimbursable Obligation Account an amount equal to the Reimbursable Obligation Requirement. Moneys on
deposit in the Reimbursable Obligation Account will be applied by the City and County solely 10 reimburse the
General Fund of the City and County for payment of debt service due on Reimbursable Obligation issued or lobe
issued by the City and County with respect to the Wastewater System. Any moneys deposited in the Reimbursable
Obligation Account are immediately free and clear of the lien and pledge created by the Bond Resolution.

Sewer Fund- Jflssteu’ater Genera/Account. The City and County will transfer from the Wastewater
General Account: (i) to the Debt Service Account, the Common Reserve Account and each Separate Series Reserve
Account the amount necessary (or all the moneys in the Wastewater General Account if less than the amount
necessary) to satisfy any deficiencies in payments to such Accounts required by the Bond ResoluLion; (ii) in the event
of any transfer of moneys from the Common Reserve Account or any Separate Series Reserve Accotint to the Debt
Service Account, to the Common Reserve Account or such Separate Series Reserve Account the amount of any
resulting deficiency in such Account; (iii) provided that all transfers referred to in clauses (i) and (ii) above have been
made, to the Renewal and Replacement Account the amount, if any, necessary to satist3’ the deficiency in such Fund;
(iv) such amount as the City and County may, in its discretion, determine to set aside in reserve for meeting the
deficiencies referred to in clauses Ci) through (iii) above; (v) provided that all transfers and reserves therefor referred
to in clauses (i) through (iv) above have been made, to the Subordinate Obligation Account the amount, if any,
necessary to satisfy any deficiency in meeting the Subordinate Obligation Requirement; and (vi) provided that all
transfers and reserves therefor referred to in clauses (i) through (v) above have been made, to the Reimbursable
Obligation Account, the amount, ifany, necessary to eliminate any deficiency in meeting the Reimbursable Obligation
Requirement.

Amounts in the Wastewater General Account not required to meet a deficiency referred to in the
preceding paragraph ma)’ be applied to the following purposes in the following order of priority:

(I) the Costs of Improvements, or the provision of one or more reserves therefor;

(2) for transfer to the Rate Stabilization Account in the Sewer Fund such amotints as may be
provided in the Annual Budget for the purpose of stabilizing rates and charges;

(3) the purchase at such price or prices as the City and County may deem advisable or
redemption of any Bonds and expenses of such purchase or redemption at any time; and

(4) for any other lawful purpose of the City and County.

Se;i’er Revenue Bond Improvement Fund — Improvement Account, As soon ns practicable on the
date of delivery of the Bonds of a Series, the amount required pursuant to the Series Resolution or Series Certificate
will be deposited in the Improvement Fund for credit to the Improvement Account. In addition, the City and County
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‘viii deposit in the Improvement Fund for credit to the Improvement Account such moneys other than proceeds of the
Bonds as the City and County may determine to be proper or appropriate to pay the Costs of Improvements.

The Series Resolution authorizing the issuance of any Series of Bonds (exclusive of Refunding
Bonds) may create and establish one or more separate special series improvement subaccounts (a “Series Improvement
Subaccount”) in the Improvement Account, with such designation as may be appropriate. In the event any interest on
such Bonds is to be capitalized from the proceeds of such Bonds, a special series subaccount must be created in the
Improvement Account (a “Series Improvement Interest Subaccount”) with such designation as may be appropriate.

Moneys, including proceeds of the Bonds of a Series, which are credited to a Series Improvement
Subaccount are to be applied to the payment of the Costs as are specified in the applicable Series Resolution or Series
Certificate, Any balance remaining in such Series Improvement Subaccount upon completion of payment of such
Costs may be used for any lawful purpose of the City and County; provided that the City and County has obtnined an
Opinion of Counsel that any such application will not impair the exemption from Federal income taxation of interest
on any of the Tax-exempt Bonds.

Moneys credited to a Series Improvement Interest Subaccount are to be used for the purpose of
paying interest on the Bonds of designated Series. On or before the fifth (5th) day preceding the end of the month
next preceding the maturity of an installment of interest on the Bonds for the payment of which moneys have been
credited to such Series Improvement Interest Subaccount, the City and County must transfer from a Series
Improvement Interest Subaccount to the Debt Service Account an amount which, together with any moneys
theretofore held in the Debt Service Account, are sufficient to pay such next maturing installment of inlerest on such
Bonds.

Payments from the Improvement Account are to be made as specified in the Series Resolution
authorizing the issuance of a Series of Bonds or a Series Certificate related to a Series of Bonds.

Moneys, including proceeds of Ihe Bonds, in the Improvement Account, pending their application
as provided in the Bond Resolution and Series Resolution and Series Certificate, are subject to a prior and paramount
lien and charge in favor of the Holders of the Bonds, and the Holders of the Bonds have a valid claim on such moneys
for the further security ofthe Bonds until paid out or transferred as provided in the Bond Resolution. In the event that
there is an insufficiency in the Debt Service Account to pay Debt Service after all transfers, other than a transfer from
the Wastewater System Facility Charge Account, have been made pursuant to and in accordance with the Bond
Resolution, the City and County must transfer from the Improvement Account such amount (or all remaining amounts
in such Improvement ,4ccoutit) as is deemed necessary by the Director of Budget and Fiscal Services for deposit in
the Debt Service Account, which, together with the amounts then on credit to the Debt Service Account, is sufficient
to pay Debt Service.

Sewer Fund — lI~rsteir’ater Sj’Menr Faciillj’ Charge Account Amounts in the Wastewater System
Facility Charge Account and any account therein, pending their application, are subject to a prior and paramount lien
and charge in favor of the Holders of the Bonds, and the Holders of the Bonds have a valid claim on such moneys for
the further security of the Bonds until paid out or transferred as provided in the Bond Resolution. In the event that
there isan insufficiency in the Debt Service Account to.pay Debt Service after all transfers have been made pursuant
to and in accordance with the Bond Resolution, the City and County must transfer from the Wastewater System
Facility Charge Account such amount (or all remaining amounts in the Wastewater System Facility Charge Account)
as is deemed necessary by the Director of Budget and Fiscal Services for deposit in the Debt Service Account, which,
together with the amounts then on deposit in the Debt Service Account, is sufficient to pay Debt Service. The amount
of any such transfer must at the earliest practicable date be reimbursed to the Wastewater System Facility Charge
Account as provided in the Bond Resolution.

Amounts held in the Wastewater System Facility Charge Account are to be expended for the
purposes specified in Section 647.1 of the City Code.

Investment of Funds

Moneys in the Debt Service Account may, to the fullest extent practicable and reasonable, be
invested and reinvested solely in noncallable Investment Securities which are Government Obligations, FNMAs or
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FI-ILMCs (as such terms are defined in the definition of Investment Securities) and which mature or are subject to
redemption at the option of the holder thereof on or prior to the respective dates when the moneys in Debt Service
Account ‘viii be required for the purposes intended. Moneys in the Common Reserve Account or any Separate Series
Reserve Account not required for immediate disbursement for the purpose for which the Common Reserve Account
or such Separate Series Reserve Account is created may. to the fullest extent practicable and reasonable, be invested
and reinvested solely in, and obligations credited to the Common Reserve Account or such Separate Series Reserve
Account must be, investments specified in items (i) to (vi), inclusive, of the definition of Investment Securities and
which mature or are available at par at or prior to five (5) years from the date of investment thereof.

Moneys in the Sewer Fund not required for immediate disbursement for the purpose for which such
Fund is created may, to the fullest extent practicable and reasonable, be invested and reinvested, to the extent allowed
by law, solely in, and obligations deposited in such Fund will be, Investment Securities which mature or are subject
to redemption or payment at par at the option of the holder thereof, not later than such times as will be necessary to
provide moneys when needed to provide payments from such Fund.

Moneys in the Improvement Account, other than a Series Improvement Interest Subaccount therein,
not required for immediate disbursement for the purposes for which such Account is created may, to the fullest extent
practicable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and obligations
deposited in such Account will be, Investment Securities which mature or are subject to redemption or payment at par
at the option of the holder thereof not later than such times as shall be necessary to provide moneys when needed to
provide payments from such Account.

Moneys in a Series Improvement Interest Subaccount in the Improvement Account not required for
immediate disbursement for the purposes for which such Account is created may, to the fullest extent practicable and
reasonable, be invested and reinvested to the extent allowed by law, solely in, and obligations deposited in such
Account shall be, noncallable Investment Securities which are Government Obligations, FNMAs or FHLMCs (as such
terms are defined in the definition of Investment Securities) that mature or are subject to redemption at the option of
the holder thereof not later than such times as shall be necessary to provide moneys when needed to provide payments
from such Account.

To the extetit permitted in the Bond Resolution, all income received from the investment or
reinvestment of moneys in the Funds and Accounts established under the Bond Resolution will be deposited in the
respective Fund or Account from which such investments are made and applied as a credit against the next succeeding
deposit or credit required to be made pursuant to the Bond Resoltttion; provided however, that except as to the
Subordinate Obligation Account and the Reimbursable Obligation Account, all or a portion of the income received
from the investment or reinvestment of moneys in any such Fund and Account may be deposited in the Sewer Fund
or the Improvement Account, including a Series Improvement Interest Subaccount therein; and p,’ovidect ,fin’rher,
howcn’e,; that all income received from the investment or reinvestment of moneys in any Series Improvement Interest
Subaccount must be deposited in the Debt Service Account.

Neither the Director of Budget and Fiscal Services nor any Paying Agent shall be liable for any
depreciation in value of any investments made by the City and County.

Valuation of Investment Securities

In computing the amount in any Fund or Account, Investment Securities therein are to be valued at
cost or accreted value, whichever is lower, exclusive of accrued interest. The City and County is to determine the
value of Investment Securities held in any Fund or Account as frequently as it deems necessary, but not less oflen than
annually.

Depositaries

All moneys held by the City and County or any Depositary under the provisions of the Bond
Resolution are to be held in trust and applied only in accordance with the provisions of the Bond Resolution, and cacti
of the Funds and Accounts established by the Bond Resolution shall be a trust fund.
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Each Depositary must be a bank ortrust company organized under the laws ofany state ofthe United
States or a national banking association having capital stock, surplus and undivided earnings of $5,000,000 or more
and willing and able to accept such office on reasonable and customary terms and authorized by law to act in
accordance with the provisions of the Bond Resolution.

Cancerning Depositaries and Paying Agents

Qnaflfications and Appointment. The Director of Budget and Fiscal Services may appoint one or
more Paying Agents and Depositaries as of the date of issuance and delivery of the first Series of Bonds and may at
any time or from time to time appoint one or more other Paying Agents or other Depositaries having the qualifications
ol’a depositary, as described in the Bond Resolution; provided however, the Director of Budget and Fiscal Services
may be designated Paying Agent and/or Depositary. Each Paying Agent, other than the Director olBudget and Fiscal
Services, and each Depositary, other than the Director of Budget and Fiscal Services, shall signif3’ its acceptance of
the duties and obligations imposed upon it by the Bond Resolution by executing and delivering to the City and County
and the Director of Budget and Fiscal Services a written acceptance thereof.

Paying .1 gems and Depositaries May Bni~ i-to/ct Sell or Deal in Bonds and Other indebtedness of
the City and County. Each Paying Agent and each Depositary and its respective directors, officers, employees or
agents, may in good faith buy, sell, own, hold atid deal in any of the BQnds issued under the provisions of the Bond
Resolution and may join any action which any Holder of a Bond may be entitled to take, with like effect as if such
Paying Agent or Depositary were not a Paying Agent or any Depositary, as the case may be, under the Bond
Resolution. Any Paying Agent or any Depositary may in goad faith hold any other form of indebtedness of the City
and County; own, accept or negotiate any drafts, bills of exchange, acceptances or obligations of the City and County,
and make disbursements for the City and County and enter into any commercial or business arrangement therewith.

Reimbursement ofPaying Agents and Depositaries Jo,’ Feet &penses and Charges. Each Paying
Agent and each Depositary shall be entitled to reasonable fees and to reimbursement by the City and County for all
expenses and charges reasonably incurred by it in the performance of its duties. No Paying Agent nor Depositary
shall have a lien for such fees and reimbursement on the moneys pledged to sectire the Bonds under the Bond
Resolution at any time held by it, prior to the lien or claim of the Holders of the Bonds on all such moneys.

Covenants

The City and County has covenanted and agreed in the Bond Resolution with the Holders of all
Bonds issued pursuant to the Bond Resolution as follows:

Maintenance ofthe Properties ofthe Wasiewater System; Keeping the S steni in Goad Repair. The
Department will: (i) maintain, preserve and keep, or cause to be maintained, preserved and kept, the properties ofthe
Wastewater System and all additions and betterments thereto and extensions tliereof and every part and parcel thereof
in good repair, working order and condition, (H) from time to time make, or cause to be made, all necessary and proper
repairs, renewals, replacements, additions, extensions and betterments thereto, so that at all times the business carried
on in connection therewith shall properly and advantageously be conducted, and (Hi) comply, or cause to be complied
with the terms and conditions of any permit or license for the Wastewater System or any part thereof issued by any
federal or state governmental agency or body and with any federal or state law or regulation applicable to the
construction, operation, maintenance and repair of the Wastewater System or requiring a license, permit or approval
therefor.

Rates and Charges. The City and Coutity will at all times fix, charge and collect such rates and
other charges as shall be required in order that in each Fiscal Year the Net Revenues will be not less than the Net
Revenue Requirement for such Fiscal Year (Rate f’orenant”). The failure in any Fiscal Year to comply with the
foregoing Rate Covenant does not constitute an Event of Default if the City and County complies with requirements
described in the next paragraph.

Prior to the end of each Fiscal Year the Director of Environmental Services or the Director of Budget
and Fiscal Services if requested by the Director of Environmental Services must complete a review of the financial
condition of the Department for the purpose of estimating whether the Net Revenues for such Fiscal Year and for the
next succeeding Fiscal Year will be sufficient to comply with the Rate £‘ovenant and must by a written certificate
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make a determination with respect to such compliance. Such review may take into consideration the completion of
any uncompleted Improvement and the issuance of future Series of Bonds if necessary to finance the completion of
such Improvements. Such written certificate must set forth a reasonably detailed statement of the actual and estimated
Revenues, Operation and Maintenance Expenses, Aggregate Debt Service, and any other estimates or assumptions
upon which such determination was based, and must be filed with the City Clerk on or before July I in each year. If
it is determined in such written certificate that die Revenues may not be so sufficient, the Director of Environmental
Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental Services must
forthwith make a study for the purpose of determining a schedule of rees, rates and charges which, in the opinion of
the Director of Environmental Services or the Director of Budget and Fiscal Services, will cause sufficient Revenues
to be collected in the following Fiscal Year to comply with the Rate Covenant and will cause additional Revenues to
be collected in such following and later Fiscal Years sufficient to eliminate the amount of any deficiency at the earliest
practicable time, or the Director of Environmental Services or the Director of Budget and Fiscal Services may elect
to cause the Consulting Engineer to make such a study and render such opinion. The City Council shall as promptly
as practicable but no later than the 120 days following such determination by the Director of Environmental Services
or the Director of Budget and Fiscal Services, or receipt of the Consulting Engineer’s recommendation, adopt and
place in effect a schedule of fees, rates and charges as so determined or recommended pursuant to the Bond Resolution.

Sale. Lease or Other Disposition of Properties of the JVastewater System. The properties of the
Wastewater System may not be sold, mortgaged, leased or otherwise disposed of except as described below.

The properties of the Wastewater System may be sold, leased, or otherwise disposed of in their
entirety if simultaneously with such sale, lease or other disposition thereof provision is made for the payment of all
Bonds then Outstanding and such Bonds are no longer deemed Outstnnding within the meaning of the Bond
Resolution.

Any portion of the properties of the Wastewater System may be sold, leased, or otherwise disposed
of on such terms and conditions as may be determined by the City and County if the value of such portion of the
properties as of the date of such sale, lease or disposition does not exceed five percent (5%) of the net book assets of
the Wastewater System as of the last day of the preceding Fiscal Year as shown in the most recent audited financial
statements of the Department. Any part of the properties of the Wastewater System having a value as of the date of
the sale, lease or disposition which exceeds five percent (5%) of the net book assets of the Wastewater System as of
the last day of the preceding Fiscal Year as shown in the most recent audited financial statements of the Department
may be sold, leased, or otherwise disposed of if the Consulting Engineer certifies to the City and County in writing
that the terms and conditions of the proposed sale, lease or other disposition of any such properties are fair and
reasonable, and that the estimated Revenues to be derived from the remaining properties of the Wastewater System,
afler taking into consideration the use by the Department of the proceeds of such proposed sale, lease or other
disposition of such properties, will be sufficient to enable the City and County to comply with all covenants and
conditions of the Bond Resolution. Proceeds tf any sale, lease or other disposition of any portion of the properties of
the Wastewater System ptirsuant to this paragraph are to be paid into the Debt Service Account and applied to the
purchase or redemption of Bonds or into the Sewer Fund and applied by the City and County for the purpose of
constructing extensions, betterments or improvements to the Wastewater System as the City and County may
determine.

Surplus lands, crops, timber, buildings and any other portion of the works, plant and facilities of the
Wastewater System and real and personal property comprising a part thereof; which, in the opinion of the Director of
Environmental Services, have become unserviceable, inadequate, obsolete, worn ottt, or unfit to be used in the
operation of the Wastewater System, or no longer necessary, material to, or useful in such operation may be sold,
leased, or otherwise disposed of Proceeds of any such sale, lease or other disposition of atiy portion of the properties
of the Wastewater System pursuant to this paragraph are to be paid into the Sewer Fund.

If permitted by the laws of the State, the City and County may transfer without consideration the
properties comprising the Wastewater System to a public corporation or political subdivision of the State, provided
such corporation or subdivision assumes all of the City and County’s or the Department’s obligations and duties under
the Bond Resolution.

In the event that any part of the properties of the Wastewater System is transferred from the City
and County through the operation of law (including condemnation), any moneys received by the City and County as
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a result of such transfer are to be paid: (i) if such proceeds are not in excess of $250,000, into the Sewer Fund; or (ii)
ifsuch proceeds are in excess ofS2SO,000: (a) into the Debt Service Account and applied to the purchase or redemption
of Bonds; or (b) into the Renewal and Replacement Account and applied by the City and County for the purpose of
constructing replacements, extensions, betterments or improvements 10 the ~Vaste~vater System, as the City and
County shall determine.

Insurance. Except as provided for in the next paragraph, the Department must keep, or cause to be
kept, the works, plants and facilities comprising the properties of the Wastewater System and the operations thereof
insured to the extent available at reasonable at reasonable cost with responsible insurers, with policies payable to the
City and County or the Department, against risks ofdirect physical loss, damage to or destruction of the above-ground
structures, and the equipment and contents therein, of the Wastewater System arising from accidents, casualties or
negligence, and other causes customarily insured against, at least to the extent that similar instirance is usually carried
by utilities operating like properties, including liability insurance and workman’s compensation insurance; provided,
however, that any time while any contractor engaged in constructing any part of the Wastewater System is fully
responsible for such insurance, the Department is not required to keep such part of the \Vastewater System insured.
All policies of insurance shall be for the benefit of the Holders ofthe Bonds and the City and County or the Department
as their respective interests may appear.

In the event ofany loss or damage to the properties of the Wastewater System covered by insttrance,
the Department will: (i) with respect to each such loss, promptly repair and reconstruct to the extent necessary to the
proper conduct of the operations of the \Vastewater System the lost or damaged portion thereof and sitall apply the
proceeds of any insurance policy or policies covering such loss or damage for that purpose to the extent required
therefor, unless, in case of loss or damage involving $250,000 or more, the Department determines that such repair
and reconstruction will not be undertaken; and (ii) if the Department does not use the entire proceeds of such insurance
to repair or reconstruct such lost or damaged property, the proceeds of such insurance policy or policies or any portion
thereof not used for such repair or reconstruction, as the case may be, are to be paid into the Sewer Fund. If the
Department does not obtain insurance from responsible insurers as provided for in the Bond Resolution, the City and
County or the Department must self-insure; provided, however, that if the Department fails to carry insurance against
any of the risks normally insured against by operators of facilities similar to the Wastewater System, it must secure
the concurrence of an independetit insurance consultant. In making its decision whether to concur in such self-
insurance, the independent insurance consultant must (i) make an estimate of the added financial risks, ifany, assumed
by the Department as a result of the self-insurance; (ii) consider the availability of commercial insurance, the terms
upon which such insurance is available and the costs of such available insurance, and the effect of such terms and
costs upon the Department’s costs and charges for its services; and (iii) determine whether the added financial risk, if
any, being assumed by the Department is prudent in light of the savings to be realized from such self-insurance or in
light of the general availability of insurance.

The Department may include insurance required by the Bond Resolution as part of a blanket
insurance policy of the City and County.

Consulling Engineer~ The City Council, the Director of Environmental Services or the Director of
Budget and Fiscal Services may from time to time retain and appoint, as Consulting Engineer, an independent
consulting engineer or engineering firm or corporation having special skill, knowledge and experience in analyzing
the operations of wastewater systems, preparing rate analyses, forecasting the loads and revenues of wastewater
systems, preparing feasibility reports respecting the financing of wastewater systems and advising on the operation of
wastewater facilities, who shall be available to advise the Department, upon request, and to make such investigations
and determinations as may be necessary from time to time under the provisions of the Bond Resolution.

Rocky ofsiccount; .-lnnual1ndil. The Department will maintain and keep proper books of account
relating to the Wastewater System and iii accordance ‘vith generally accepted accounting principles. Within I SOdays
after the end of each Fiscal Year commencing with the Fiscal Year ending June 30, 2000, the Department ~vill catise
such books of account to be audited by an independent certified public accountant. The audit required by the Bond
Resolution may be part of a comprehensive audit of the City and County, provided that the Waste~vater System in
such audit is treated as an “enterprise fund” and the revenues and expenses of the Wastewater System are stated in a
manner which permits identification by category of the sources and uses of the Revenues. A copy of each audit report
prepared in conformity with generally accepted accounting principles must be filed promptly with the City and County
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and sent to any Bondholder filing with the Director of Environmental Services a written request for a copy thereof.
and to any Rating Agency which has rated any Bonds.

lb Pay Bonds PunctualW The City and County will duly and punctually pay, or cause to be paid,
but only from the Revenues, income and other funds specified in the Bond Resolution, the principal and Redemption
Price (if any) of, and interest on, each and every Bond on the dates and at the places, and in the manner provided in
the Bonds according to the true intent and meaning thereof; and the City and County will faithfully do and perform
and at all times fully observe and keep any and all of its covenants, undertakings, stipulations and provisions contained
in the Bonds and in the Bond Resolution.

Payment of Taxes and Oilier Clainis, The Department must from time to time duly pay and
discharge, or cause to be paid and discharged, all taxes, assessments and other governmental charges. or payments in
lieu thereof; lawfully imposed upon the properties of the Wastewater System (or any part thereof) or upon the Net
Revenues or income received therefrom when the same become due, as well as all lawful claims for labor, material
and supplies, which, if not paid, might become a lien or charge upon said properties or any part thereof; or upon the
Revenues derived from the ownership or operation of the Wastewater System, or which might in any way impair the
security of the Bonds, except any such assessments, charges or claims which the Department in good faith contests as
to validity.

Eviension of Payment of Bonds~ The City and County will not, directly or indirectly, extend or
assent to the extension of the maturity of any of the Bonds or the time of payment of any claims for interest by the
purchase of such Bonds, coupons, if any, or claims for interest or by any other arrangement and in case the maturity
of any of the Bonds or the time for payment of any such claims for interest is extended, such Bonds or claims for
interest will not be entitled, in case of any default under the Bond Resolution, to the benefit of the Bond Resolution
or to any payment out of any assets of the City and County or the funds (except funds held in trust for the payment of
particular Bonds or claims for interest pursuant to the Bond Resolution) held by the Paying Agents, except subject to
the prior payment of the principal of all Bonds issued and Outstanding the maturity of which has not been extended
and of such portion of the accrued interest on the Bonds as shall not be represented by such extended claims for
interest.

Sound Improi’eineius and Estension.s~ The Department will not expend any ofthe income, revenues,
receipts, profits and other moneys derived by it from the ownership or operation of the Wastewater System for any
renewals, replacements, additions, betterments and improvements to, or extensions of; the Wastewater System which,
in the sole opinion of the Director of Environmental Services, will not properly and advantageously contribute to the
conduct of the business of the ~Vastewater System in an efficient and economical manner unless required to do so to
permit the continued operation of the Wastewater System or to preserve or protect the Wastewater System.

Annual Budget. Not later than May31 before the beginning of any Fiscal Year the City and County
or the Department will prepare a preliminary budget of Operation and Maintenance Expenses of the Wastewater
System and reserves therefor for the ensuing Fiscal Year. Each such budget and each Annual Budget will include, in
addition to provisions for all anticipated Operation and Maintenance Expenses, provision for the payments required
to be made to the Renewal and Replacement Account, provided that such payments shall in the aggregate at least
equal the amount described below. Such preliminary budget and any Annual Budget may set forth such additional
material as the City and County or the Department may determine.

Except as described below, on or before the 15th day of each such Fiscal Year, the City and County
must finally adopt the Annual Budget for such year. The City and County may at any time adopt an amended Annual
Budget for the remainder of the then current Fiscal Year. Copies of the Annual Budget and of any amended Annual
Budget are to be made available for inspection by the Bondholders and are to be sent to each Rating Agency.

If for any reason the City and County does not adopt the Annual Budget before the 15th day of any
Fiscal Year, the budget for the preceding Fiscal Year is deemed to be in effect for such Fiscal Year until the Annual
Budget for such Fiscal Year is adopted. For any purpose of computation under the provisions of the Bond Resolution,
the budget for the preceding year is deemed to have been adopted for any Fiscal Year until the Annual Budget for
such year is adopted.
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Every preliminary budget, Annual Budget and amended Annual Budget must: (i) set forth in
reasonable detail amounts required for repair, replacement or reconstruction of the Wastewater System and major or
extraordinary repairs, renewals or replacements of the Wastewater System, ifany, for the period to be covered by such
budget; (ii) specify the amounts to be deposited in the Renewal and Replacement Account, the Subordinate Obligation
Account, the Reimbursable Obligation Account and the Wastewater General Accotint, and the amounts to be
maintained in the Sewer Fund for working capital and operating reserves and in the Rate Stabilization Account for
rate stabilization purposes, if any, for such purposes for such period, (iii) specify the amounts to be transferred from
the Wastewater General Account to the Rate Stabilization Account and to other Funds and Accounts; and (iv) project
the amounts required for such purposes for the next five Fiscal Years in such format as the Director of Environmental
Services may determine. A copy of each such report is to be filed and maintained in the records of the City and
County.

Events of Default

Each of the following events constitutes an Event of Defitult under the Bond Resolution:

(a) if payment of the principal and Redemption Price, if any, of any Bond, is not punctually
made when due and payable, whether at the stated maturity thereof or upon proceedings for the
redemption thereof (whether by voluntary redemption or a mandatory sinking fund redemption or
otherwise);

(b) if payment of the interest on any Bond is not punctually made when due;

(c) if the provisions of any Series Resolution with respect to mandatory Sinking Fund
Installment payments or the redemption of Term Bonds therefrom, as the case may be, are not
punctually complied with at the time and in the manner specified in such Series Resolution;

(d) if the City and County or the Department rails to duly and punctually perform or observe
any oilier of the covenants, agreements or conditions contained in the Bond Resolution or in the
Bonds, on the part of the City and County or the Department to be perfonned, and ~uch failure
continues for 90 days after written notice thereof from the Holders of not less than 20% of the Bonds
then Outstanding; provided that, if such failure is such that it cannot be corrected within such 90-
day period, it will not constitute an Event of Default if corrective action is instituted within such
period and diligently pursued until the failure is corrected; and

(e) if the City and County: (i) admits in writing its inability to pay its debts generally as they
become due; or (ii) files a petition in bankruptcy or seeking a composition of indebtedness under
the provisions of any Federal or state bankruptcy or similar law; or (iii) makes an assignment for
the benefit of its creditors; or (iv) files a petition or any answer seeking relief under the provisions
of arty Federal or state bankruptcy or similar law; or (v) consents to the appointment of a receiver
of the whole or arty substantial part of the Wastewater System; or (vi) consents to the assumption
by any court of competent jurisdiction under the provisions of any other law for the relief or aid of
debtors of custody or control of the City and County or the Department, or of the whole or any
substantial part of the Wastewater System.

Notice to Bondholders of Event of Default

Immediately after the occurrence of an Event of Default or within 30 days after any Paying Agent
knows ofany other Event of Default, the Paying Agent or Paying Agents shall give notice of all such Events ofDefault
to the Bondholders, all other Paying Agents and Support Facility Providers, and each Rating Agency, in the manner
as provided for in the Bond Resolution, unless such Events of Default shall have been cured before the giving of such
notice.

Acceleration of Bonds

If an Event of Default shall happen and shall not have been remedied, then and in every’ such case
the Holders of not less than 25% in principal amount of the Bonds then Outstanding, by notice in writing to the City
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and County and the Director of Budget and Fiscal Services, may declare the principal of all the Bonds then
Outstanding, and the interest accrued thereon, to be due and payable immediately, and upon any such declaration the
same shall become and be immediately due and payable. The right of the Holders of not less than 25% in principal
amount of the Bonds then Outstanding to make any such declaration, however, shall be subject to the condition that
if, at any time after such declaration, but before the Bonds shall have matured by their terms, all overdue installments
of interest upon the Bonds, together with interest on such overdue installments of interest to the extent permitted by
law and all other sums then payable by the City and County tinder the Bond Resolution (except the principal o1 and
interest accrued since the next preceding interest date on, the Bonds due and payable solely by virtue of such
declaration) shall either be paid by or for the account of the City and County or provision satisfactory to the Holders
of a majority in principal amount of the Bonds tlten Outstanding shall be made for such payment, and all defaults
under the Bonds or under the Bond Resolution (other than the payment of principal and interest due and payable solely
by reason of such declaration) shall be cured or be secured to the satisfaction of the Holders of a majority in principal
amount of the Bonds then Outstanding or provision deemed by such Holders of the Bonds to be adequate shall be
made therefor, then and in every such case the Holders of at least a majority in principal amount of the Bonds then
Outstanding, by written notice to the City and County, may rescind such declaration and annul such default in its
entirety, but no such rescission shall extend to or affect any subsequent default or impair or exhaust any resulting right
or power.

The bond insurers for all Outstanding Bonds and for the Series 2007 Bonds have certain consent
rights in connection with any default which may constrain the rights of the Holders described above.

Inspection of Hooks and Records; the City and County to Account ns Trustee for Express Trust

The City and County covenants that if an Event of Default shall have happened and shall not have
been remedied, the books of record and account of the Department relating to the Wastewater System and all other
records relating thereto shall at all times be subject to the inspection and use of the 1-lolders of at least 25% in principal
amount of the Bonds then Outstanding and of their respective agents and attorneys or of any committee therefor.

The City and County covenants that if an Event of Default shall have happened and shall not have
been remedied, the City and County will continue to account, as a trustee of an express trust, for all Revenues and
other moneys, securities and funds pledged under the Bond Resolution.

Application of Revenues in nn Event of Default

During the continuance of an Event of Default as described in items (a) through (c) of the Events of
Default described above or of any other Event ofDefault resulting in an Event of Default described in items (a) through
(c) of the Events of Default described above, the Revenues received by a receiver appointed pursuant to the Bond
Resolution as the result of the taking of possession of the business and properties of the Wastewater System, are to be
applied by the receiver: first, to the payment of nil necessary and proper Operation and Maintenance Expenses of the
Wastewater System and all other proper disbursements or liabilities made or incurred by the receiver; second, to the
then due and overdue payments into the Debt Service Account, including the making up of deficiencies therein: and
last, for any lawful purpose in connection with the Wastewater System.

In the event that at any time the funds held by the receiver are insufficient for the payment of the
principal and Redemption Price (if any) oL and interest then due on, the Bonds, such funds (other than funds held for
the payment or redemption of particular Bonds or coupons) and all Revenues of the Department and other of its
moneys received or collected for the benefit or forthe account ofHolders ofthe Bonds by the receiver are to be applied
as follows:

(I) Unless the principal of all of the Bonds shall have become due and payable,

First, to the payment of all necessary and proper Operation and Maintenance Expenses of
the Wasteivacer System and nil other proper disbursements or liabilities made or incurred by the
receiver;

Second, to the payment to the persons entitled thereto of all installments of interest then
due (including any interest on overdue principal) in the order of the maturity of such installments,
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earliest maturities first, and if the amounts available shall not be sufficient to pay in full any
installment or installments of interest maturing on the same date, then to the payment thereofratably,
according to the amount due thereon, to the persons entitled thereto, without any discrimination or
preference; and

Third, to the payment to the persons entitled thereto of the principal and premium, if any,
due and unpaid upon the Bonds at the time of such payment without preference or priority of any
Bond over any other Bonds, ratably, according to the amounts due respectively for principal and
redemption premium, without any discrimination or preference.

(2) If the principal of all of the Bonds shall have become due and payable,

First, to the payment of all necessary and proper Operation and Maintenance Expenses of
the Wastewater System and all other proper disbursements or liabilities made or incurred by the
receiver;

Second, to the payment of the principal and interest then due and unpaid upon the Bonds
without preference or priority of principal over interest or of interest over principal, or of any
installment of interest over any other installment of interest, or of any Bond over any other Bonds,
ratably, according to the amounts due respectively for principal and interest, to the persons entitled
thereto without any discrimination or preference.

Whenever moneys are to be applied as described in the foregoing paragraphs, such moneys shall be
applied by the receiver at such times, and from time to time, as it in its sole discretion shall determine, having due
regard to the amount of such moneys available for application and the likelihood of additional moneys becoming
available For such application in the future.

If and whenever all overdue installments of interest on all Bonds, together with the reasonable and
proper charges, expenses, and liabilities of the Holders of the Bonds, their respective agents and attorneys, and all
other sums payable by the City and County under the Bond Resolution including the principal and Redemption Price
(if any) of all Bonds which shall then be payable, shall either be paid in full by or for the account of the City and
County or provision satisfactory to the receiver shall be made for such payment, and all defaults under the Bond
Resolution or the Bonds shall be made good and secured to the satisfaction ofthe receiver or provision deemed by the
receiver to be adequate therefor, the receiver shall pay over to the Department all ofits moneys, securities, funds and
Revenues then remaining unexpended in the hands of the Bondholders’ Committee (excepL moneys, securities, Funds
or Revenues deposited or pledged, or required by the terms of the Bond Resolution to be deposited or pledged, with
the Director of l3udget and Fiscal Services), control of the business and possession of the property ofthe Department
shall be restored to the Department, and thereupon the City and County shall be restored to its former positions and
rights under the Bond Resolution, and all Revenues shall thereafter be applied as provided for in the Bond Resolution.
No such payment over to Lhe Department by the receiver or resumption of ihis application of Revenues as provided in
the Bond Resolution, shall extend to or affect any subsequent default under the Bond Resolution or impair any right
consequent thereon.

Suits at Law or Equity and Mandamus and Appointment ala Receiver

If an Event of Default shall happen and shall not have been remedied, then and in every such case,
but subject to the provisions, limitations and conditions as set forth in the Bond Resolution, the Holder of any Bond
at the time Outstanding shall be entitled, for the equal beneflt and protection of all Holders of the Bonds similarly
situated to proceed, protect and enforce the rights vested in such Holder by the Bond Resolution by such appropriate
judicial proceeding as such Holder shall deem most effectual to protect and enforce any such right, either by suit in
equity or by action of law, whether for the specific performance of any covenantor agreement contained in the Bond
Resolution, or in aid of the exercise of any power granted in the Bond Resolution, or to enforce any other legal or
equitable right vested in the Holders of Bonds by the Bond Resolution or by law; provided, however, that nojudicial
proceeding shall be brought seeking the appointment of a receiver to take possession of the Wastewater System or to
manage, receive and apply the Revenues unless the Holders of not less than a majority in principal amount of the
Bonds then Outstanding or a Bondholders’ Committee representing the Holders of not less than a majority in principal
amount of the Bonds then Outstanding shall havejoined in or consented to such proceeding.
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Bondholders’ Committee

If an Event of Default shall happen and shall not have been remedied, the Holders of not less than
25% in principal amount of the Bonds then Outstanding may call a meeting of the Holders of Bonds for the purpose
of electing a Bondholders’ Committee. Such meeting shall be called and proceedings thereat shall be conducted as
provided for other meetings of Bondholders pursuant to the Bond Resolution. At such meeting the Holders of not less
than a nrnjority of the principal amount of the Bonds then Outstanding must be present in person or by proxy in order
to constitute a quorum for the transaction of business, less than a quorum, however, having power to adjourn from
time to time without any notice other than that required by the Bond Resolution. A quorum being present at such
meeLing, the Bondholders present in person or by proxy may, by the votes cast by the Holders of a majority inprincipal
amount of the Bonds so present in person or by proxy, elect one or more persons who may or may not be Bondholders
to the Bondholders’ Committee which shall act as trustee for all Bondholders. The Bondholders present in person or
by proxy at said meeting, or at any adjourned meeting thereof, shall prescribe the manner in which the successors of
the persons elected to the Bondholders’ Committee at such Bondholders’ meeting shall be elected or appointed, and
may prescribe rules and regulations governing the exercise by the Bondholders’ Committee of the power conferred
upon it, and may provide for the termination of the existence of the Bondholders’ Committee.

Bondholders May Direct Proceedings

The Holders of not less than a majority in principal amount ofthe Bonds at the time outstanding are
authorized and empowered: (I) to direct the time, method, and place of conducting any proceeding for any remedy
available to the holders of the Bonds; or (2) on behalf of the holders of the Bonds then outstanding, to consent to the
waiver of any Event of Default or its consequences. No waiver or rescission shall extend to any subsequent or other
default, or impair any right consequent thereon.

The bond insurers for all Outstanding Bonds and for the Series 2007 Bonds have certain consent
rights in connection with any default which may constrain the rights of the Holders described above.

Abandonment of Proceedings; Adverse Determination

No delay or omission of any Holder of Bonds to exercise any right or power arising upon the
occurrence of a default under the Bond Resolution, including an Event of Default, shall impair any right or power or
shall be construed to be a waiver of any such default or to bean acquiescence therein. Every power and remedy given
by the Bond Resolution to the Holders of Bonds may be exercised from time to time and as often asmay be deemed
expedient by such Holders.

In case the Holders of the Bonds or a Bondholders’ Committee formed pursuant to the Bond
Resolution shall have proceeded to enforce any right under the Bond Resolution and such proceedings shall have been
discontinued or abandoned for any reason, or shall have been determined adversely to the Holders of the Bonds or
such Bondholders’ Committee, then and in every such case the City and County, and the Holders of the Bonds shall
be restored to their former positions and rights under the Bond Resolution, and all rights, remedies and powers of the
Holders of the Bonds shall continue as if no such proceedings had been taken.

Amending and Supplementing of Resolution

Anzendmg and Supplementing of Resolution IJ’ithou/ C’onsent of lioldeiw ofBonctc. The City and
County, from time to time and at any time and without the consent or concurrence of any Holder of any Bond, may
adopt (i) a Series Resolution for the purpose of providing for the issuance of Bonds pursuant to the provisions as set
forth in the Bond Resolution; (ii) to make any changes, modifications, amendments or deletions to the Bond Resolution
which may be required to permit the Bond Resolution to be qualified under the Trust Indenture Act of 1939 of the
United States of America; or (iii) if the rights of the Holders of the Bonds then Outstanding shall not be materially
adversely affected thereby, a Supplemental Resolution (herein defined and referred to as a “Supplemental Resolution”)
for any one or more of the following purposes:

I. to make any changes or corrections in the Bond Resolution as to which the City and County
shall have been advised by counsel that the same are verbal corrections or changes or are required for the
purpose of curing or correcting any ambiguity or defective or inconsistent provision or omission or mistake
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or manifest error contained in the Bond Resolution, or to insert in the Bond Resolution such provisions
clarifying matters or questions arising under the Bond Resolution as are necessary or desirable;

2. to add additional covenants and agreements of the City and County for the purpose of
further securing the payment of the Bonds;

3. to surrender any right, poweror privilege reserved to or conferred upon the City and County
by the terms of the Bond Resolution;

4. to confirm as further assurance any lien, pledge or charge, or the subjection to any lien,
pledge, or charge, created or to be created by the provisions of the Bond Resolution;

5. to grant to or to confer upon the Holders of the Bonds any additional rights, remedies,
powers, authority or security that lawfully may be granted to or conferred upon them; and

6. to niodifS’ in any other respect any of the provisions of the Bond Resolution.

Except for Series Resolutions authorizing the issuance of Bonds pursuant to the Bond Resolution,
the City and County shall not adopt any Supplemental Resolution authorized by the foregoing provisions of the Bond
Resolution unless in the Opinion of Counsel the adoption of such Supplemental Resolution is permitted by the Bond
Resolution and the provisions of such Supplemental Resolution do not materially adversely affect the rights of the
Holders of the Bonds then Outstanding.

ilnienditient ofResolution With Consent ofHolders of the Bonds. With the consent of the 1-lolders
of not less than a majority of the Bonds then Outstanding and with written consent of each Support Facility Provider,
the City and County from time to time and at any time may adopt a resolution amendatory of or supplemental to the
Bond Resolution for the purpose of adding any provisions to, or changing in any manner or eliminating any of the
provisions o~ the Bond Resolution, or modi5’ing or amending the rights and obligations of the City and County
thereunder, or modifying or amending in any manner the rights of the Holders of the Bonds then Outstanding. For
purposes of the preceding sentence, the written consent of each Support Facility Provider providing a Support Facility
for any Bonds will constitute consent of the Holders of such Bonds. Without the specific consent of the Holder of
each such Bond which would be affected thereby, no Supplemental Resolution amending or supplementing the
provisions of the Bond Resolution shall: (I) change the fixed maturity date for the payment of the principal of any
Bond or the dates for the payment of interest thereon or the terms of the redemption thereof, or reduce the principal
amount of any Bond or the rate of interest thereon or the Redemption Price (or the redemption premium) payable upon
the redemption or prepayment thereof; or (2) reduce the aforesaid percentage of Bonds, the l-lolders of which are
required to consent to any Supplemental Resolution amending or supplementing the provisions of the Bond
Resolution; or (3) give to any Bond or Bonds any preference over any other Bond or Bonds secured by the Bond
Resolution; or (4) authorize the creation of any pledge of the Revenues and other moneys pledged under the Bond
Resolution, prior, superior or equal to the pledge of and lien and charge thereon created in the Bond Resolution for
the payment of the Bonds except to the extent provided in the Bond Resolution; or(s) deprive any 1-lolder ofthe Bonds
in any material respect of the security afforded by the Bond Resolution; provided further, however, that without the
specific consents of the Holders of not less than a majority in principal amount of the Term Bonds then Outstanding
and affected thereby, no Supplemental Resolution amending or supplementing the provisions of the Bond Resolution
shall (a) change the amount of any Sinking Fund Installments for the retirement of Term Bonds or the due dates of
such installments or the terms for the purchase or redemption thereof from such installments, or (b) reduce the
aforesaid percentage of Term Bonds, the l-lolders of which are required to consent to any such Supplemental
Resolution. (Notlung in this paragraph contained, however, shall be construed as making necessary the approval of
the Holders of the Bonds of the adoption ofany Supplemental Resolution). A modification or amendment with respect
to the Sewer Fund or the Debt Service Account or Common Reserve Account or any Separate Series Reserve Account
therein shall not be deemed a change in the terms of payments; provided that no such modification or amendment
shall, except upon the consent of the Holders of all Bonds then outstanding affected thereby, reduce the amount or
amounts required to be credited to the Debt Service Account or Common Reserve Account or any Separate Series
Reserve Account.

The bond insurers for all Outstanding Bonds and for the Series 2007 Bonds have certain consent
rights in connection with any amendment which may constrain the rights of the Holders described above.
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The proof of the giving of any consent of any Holder required and of the holding of Bonds for the
purpose olgiving consents shall be made in accordance with the Bond Resolution. Proof of consent may include any
evidence that the City and County and the Director of Budget and Fiscal Services, in their separate discretion,
determine to be sufficient. It shall not be necessary that the consents of the Holders of the Bonds approve the particular
form of ‘cording of the proposed amendment or supplement or of the Supplemental Resolution affecting such
amendment or supplement, but it shall be sufficient ifsuch consents approve the substance of the proposed amendment
or supplement. A record, consisting of the papers required by the Bond Resolution, shall be proof of the matters
therein stated until the contrary is proved. No action or proceeding to set aside or invalidate such Supplemental
Resolution or any of the proceedings for its adoption shalt be instituted or maintained unless such action or proceeding
is commenced within 60 days after the publication and mailing of the notice required by the Bond Resolution.

The City and County shall furnish a notice of each amendment or supplement and a copy of the
Supplemental Resolution effecting such amendment or supplement to each rating agency at least 15 days prior to the
effective day of the Supplemental Resolution.

Discharge of Liens and Pledges; Bonds No Longer Outstanding and Deemed to be Paid

Except as otherwise provided in the Bond Resolution with regard to Option Bonds, the obligations
of the City and County under the Bond Resolution and the liens, pledges, charges, trusts, covenants and agreements
of the City and County made or provided for in the Bond Resolution, shall be fully discharged and satisfied as to any
Bond and such Bond shall no longer be deemed to be Outstanding under the Bond Resolution:

(i) when such Bond shall have been canceled, or shall have beeti surrendered for cancellation
or is subject to cancellation, or shall have been purchased by or behalf of the City and County from moneys
held under the Bond Resolution; or

(ii) as to any Bond not canceled or surrendered for cancellation or subject to cancellation or so
purchased, when payment of the principal and redemption price (ilany) of such Bond, plus interest on such
principal to the due date thereof (whether such due date be by reason of maturity or upon redemption or
prepayment, or otherwise) either (a) shall have been made or caused to be made in accordance with the terms
Ihereog or (b) shall have been provided for by irrevocably depositing with the Paying Agent for such Bond,
in trust, and irrevocably appropriating and setting aside exclusively for such payment, either (1) moneys
sufficient to make such payment or (2) noncallable Refunded Municipal Obligations or noncallable
Investment Securities described in item (i) of the definition of Investment Securities as set forth in the Bond
Resolution, maturing as to principal and interest in stich amount and at such times as will insure. together
with any cash deposit, the availability of sufficient moneys to make such payment, whichever the City and
County deems to be in its best interest and as verified by an independent nationally recognized firm of
certified public accountants in a report delivered to the City and County and the Director of Budget and Fiscal
Services, and all necessary and proper fees, compensation and expenses of the Director of Budget and Fiscal
Services and the Paying Agents pertaining to the Bond with respect to which such deposit is made shall have
been paid or the payment thereof provided for to the satislhction ofthe Director of Budget and Fiscal Services
and said Paying Agents.

At stich time as a Bond shall be deemed to be no longer Outstanding under the Bond Resolution, as
aforesaid, such Bond, except for the purposes ofany payment from such moneys, Refunded Municipal Obligations or
investment Securities, shall no longer be secured by or entitled to the benefits of the Bond Resolution.

Notwithstanding the foregoing, in the case of a Bond which is to be redeemed or otherwise prepaid
prior to its slated maturity, no deposit under clause (b) of subparagraph (ii) of the second preceding paragraph above
shall constitute such payment, discharge and satisfaction as aforesaid until such Bond shall have been irrevocably
designated for redemption or prepayment and proper notice of such redemption or prepayment shall have been
previously given in accordance with the Bond Resolution or provision shall have been irrevocably made for the giving
of such notice.

Any such moneys so deposited with the Paying Agents for the Bonds as provided in the Bond
Resolution may at the direction of the City and County also be invested and reinvested in Investment Securities,
maturing in the amounts and times as set forth in the Bond Resolution. All income from all Reftinded Municipal
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Obligations and investment Securities in the hands of the Paying Agents which is not required for the payment of the
Bonds and interest and premium thereon with respect to which such moneys shall have been so deposited, shall be
paid to the City and County for deposit in the Sewer Fund free and clear of any (rust, lien, security interest, pledge or
assignment securing any Bonds or otherwise existing under the Bond Resolution.

All moneys, Refunded Municipal Obligations or Investment Securities set aside and held in trust
pursuant to the provisions of the Bond Resolution for the payment of Bonds (including interest and premium thereof,
if any) shall be applied to and-used solely for the payment of the particular Bond (including interest-and-premium
thereof, if any) with respect to which such moneys and Investment Securities have been so set aside in trust.

if moneys, Refunded Municipal Obligations or Investment Securities have been deposited or set
aside with a Paying Agent pursuant to the Bond Resolution for the payment of a specific Bond and such Bond is
deemed to have been paid and w be no longer Outstanding under the Bond Resolution as provided in the defeasance
provisions of the Bond Resolution, but such Bond has not in fact been actually paid in full, no amendment to the
defeasance provisions of the Bond Resolution may be made without the consent of the Holder of each Bond affected
thereby.

The City and County may at any time surrender to a Paying Agent for a Series of Bonds for
cancellation by it any Bonds of such Series previously executed and delivered, which the City and County may have
acquired in any manner whatever, and such Bonds upon such surrender for cancellation shall be deemed to be paid
and no longer OLltstanding under the Bond Resolution.

THE SECOND BOND RESOLUTION

Pledge Made in the Bond Resolution

The Bonds arc payable solely from and secured by the funds pledged therefor under the Bond
Resolution. The City and County has pledged as security for the payment of the principal of; Redemption Price, if
any, and interest on the Bonds in accordance with their temis and the provisions of the Bond Resolution, subject only
to the provisions of the Bond Resolution permitting the application thereof for the purposes and on the terms and
conditions set forth in the Bond Resolution: (i) the proceeds of sale of the Bonds pending application thereof in
accordance ‘vith the provisions of the Bond Resolution or of a Series Resolution or a Series Certificate; (ii) the Net
Revenues; and (iii) the Subordinate Obligation Account but excluding all Subaccounts therein unless specifically
pledged by the Bond Resolution, a Series Resolution or a Series Certificate, (iv) the Debt Service Subaccount, (v)
with respect to any Series of Bonds entitled to the benefit of a Separate Series Reserve Suhaccount, such Separate
Series Reserve Subaccount, and (vi) with respect to any Series ofBonds entitled to the benefit of the Common Reserve
Subaccount, the Common Reserve Subaccount, including the investments, if any, in such Account and Subaccounts;
and the Bondholders shall have to the exient permitted by law, a lien on, and a security interest in, such proceeds, Net
Revenues, and Subaccounts forsuch purpose and subject to such provisions of the Resolution. The Rebate Subaccount
and the Third Lien Subaccount are not pledged to the payment of the principal and redemption price (if any) of; and
interest on, the Bonds.

So long as First Resolution Obligations are outstanding for purposes of the First Bond Resolution,
the pledge of the Net Revenues made by the Bond Resolution is subordinate and junior in all respects to the pledge of
the Net Revenues made by the First Bond Resolution. The pledge of the Net Revenues made by the Bond Resolution
is also prior and superior to the pledge which may be made by any resolution, indenture or other instrument authorizing
and securing Third Lien Obligations and Reimbursable Obligations. On and after such date, if any, that First
Resolution Obligations are no longer outstanding for purposes of the First Bond Resolution, the pledge of the Net
Revenues made by the Bond Resolution ‘viii be prior and superior in all respects to any pledge of the Net Revenues
made by any resolution, indenture or other instruments, including the pledge which may be made by any resolution,
indentLire or other instrument authorizing and securing Third Lien Obligations and Reimbursable Obligations. There
will be additionally pledged on and after such date as security for the payment of the principal and Redemption Price
(if any) of; and interest on, the Bonds in accordance with their terms and the provisions ofthe Bond Resolution, subject
only to the provisions of the Bond Resolution permitting the application thereof for the purposes and on the terms and
conditions set forth in the Bond Resolution, (i) the Sewer Fund but excluding all Accounts and Subaccounts therein
unless specifically pledged by the Bond Resolution, a Series Resolution or a Series Certificate, (ii) the Renewal and
Replacement Account, (iii) the Rate Stabilization Account and (iv) the Wastewater General Account.
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The Bond Resolution provides that each of the obligations, duties, limitations and restraints imposed
upon the City and County by the Bond Resolution is deemed to be a covenant between the City and County and every
Holder of the Bonds, and the Bond Resolution and every provision and covenant set forth in the Bond Resolution is
deemed to be and constitute a continuing contract and agreement between the City and County and the Holders from
time to time of the Bonds issued under the Bond Resolution, to secure the full and final payment of the principal and
redemption price of and interest on all Bonds which may from time to time be issued, executed, and delivered under
the Bond Resolution. The covenants and agreements set forth in the Bond Resolution to be performed by the City and
County are for the equal and proportionate benefit, security and protection of all Holders of the Bonds without
preference, priority or distinction as to payment or security or othenvise of any of the Bonds over any of the others
for any reason or cause whatsoever except as expressly provided in the Bond Resolution, in a Series Resolution, a
Series Certificate or a Supplemental Resolution, or in the Bonds.

Additional Bonds

Basic Test. One or more Series of Bonds (exclusive of Refunding Bonds) may be issued at any time
and from time to time for any lawful use or purpose relating to the Wastewater System, including, without limitation,
payment of all or a portion of the Costs of Improvements, but only upon compliance as to each such Series with the
provisions set forth in the Bond Resolution, including. among other things, delivery to the Director of Budget and
Fiscal Services of the following documents or moneys or securities:

A wriuen certificate of the City and County stating the amount required to be in
the Common Reserve Subaccount after issuance of the Bonds then to be issued, and that after deposit in the
Common Reserve Subaccount of the amount, if any, to be deposited therein in connection with the issuance
ofsuch Bonds, the aniounts on deposit in the Common Reserve Subaccount will not be less than the Common
Reserve Subaccount Requirement.

2. A written certificate of the City and County stating the amount required to be in
the Separate Series Reserve Subaccount created, if any, to provide additional security for the Bonds of such
Series after issuance of the Bonds then to be issued, and that after deposit in such Separate Series Reserve
Subaccount ofthe amount to be deposited therein in connection ivith the issuance of such Bonds, the amounts
on deposit in such Separate Series Reserve Subaccount will not be less than the Separate Series Reserve
Subaccount Requirement for such Separate Series Reserve Subaeeount.

3. Either (I) a Written Certificate ofthe City and County based: (i) on audited figures
or (ii) to the extent audited figures are not available, on figures taken by an independent certified public
accountant from the Department’s books and records, showing that the Net Reventies for: (a) the most recent
Fiscal Year, or (b) any consecutive twelve (12) months’ period out of twenty four (24) months immediately
preceding the month in which such Bonds are issued were not less than the sum of: (I) 1.10 times the
maximum Aggregate Debt Service (as defined in the First Bond Resolution) on all First Resolution
Obligations issued and outstanding under and pursuant to the terms of the First Bond Resolution and the
Aggregate Debt Service on all Bonds then Outstanding and on the proposed Series of Bonds in any Fiscal
Year and (2) 1.00 times the aggregate Support Facility Reimbursement Obligations outstanding under the
First Bond Resolution and this Resolution as of the date of the Written ~ertiuicate of the City and County; or
(II) a Written Certificate of the City and County or Certificate of the Consulting Engineer that the Net
Revenues to be derived in each of the five (5) Fiscal Years following the earlier of: (i) the end of the period
during which interest is capitalized or, if no interest is to be capitalized, the Fiscal Year in which the proposed
Series of Bonds are issued, and (ii) the date on which substantially all Improvements to be financed with the
proceeds of the proposed Series of Bonds are expected to commence operations, or, if the proceeds of such
Series of Bonds will not be used to fund the Costs of Improvements, the Fiscal Year in which the propàsed
Series of Bonds are issued, are estimated to be not less than the sum of: (I) 1.10 times the maximum of the
sum of the Aggregate Debt Service (as defined in the First Bond Resolution) on all First Resolution
Obligations issued and outstanding under and pursuant to the First Bond Resolution and the Aggregate Debt
Service on all Bonds then Outstanding and on the proposed Series of Bonds in any such Fiscal Year, and (2)
1.00 times the aggregate Support Facility Reimbursement Obligations outstanding under the First Bond
Resolution and this Resolution as of the date of such Written Certificate of the City and County or certificate
of the Consulting Engineer, as the case may.
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Certain Acfjust;;rei~ts~ The Bond Resolution permits and requires certain adjustments to be made in
determining whether the Basic Test described above for the issuance of Bonds other than Refunding Bonds is met.

I. In determining Debt Service on Variable Rate Bonds then Outstanding and
Variable Rate Bonds then proposed to be issued for purposes of the Additional Bonds Requirement, the
interest rate shall be calculated as: (i) if any Variable Rate Bonds are then Outstanding and have been
Outstanding for at least twenty-four (24) months, the average interest rate borne by such Variable Rate Bonds
overthe preceding twelve (12) month period, or (ii) if no such Variable Rate Bonds are then Outstanding, (a)
for the proposed Variable Rate Bonds that are Tax-exempt Bonds, the average interest rate of the Revenue
Bond Index over the preceding twelve (12) month period at the time of calculation, and (b) for the proposed
Variable Rate Bonds that are not Tax-exempt Bonds, the avenge interest rate of LIBOR over the preceding
twelve (12) month period at the time of calculanon.

2. Bond Anticipation Notes then Outstanding are to be treated as Bonds. In
determining Debt Service on such Bond Anticipation Notes, such Bond Anticipation Notes are assumed to
mature in 30 years and bear interest equal to the Revenue Bond Index at the time of calculation.

3. Third Lien Obligations and Reimbursable Obligations originally issued with a
maturity of five (5) years or less are assumed to mature in 30 years and bear interest equal to the Revenue
Botid Index at the time of calculation.

4. In preparing the certificate required by the Basic Test described above, the
Authorized Officer or the Consulting Engineer, as applicable, may make adjustments to thc Net Revenues as
follows:

a. If any changes have been made in the schedule of rates and charges
imposed by the City and County for commodities and services furnished by the Wastewater System
which are in effect at the time of adoption of the Series Resolution authorizing the issuance of the
Bonds then being issued and were placed into effect subsequent to the start of the Fiscal Year or the
12-month period selected pursuant to iteTn 3 of the Basic Test described above, the Authorized
Officer, may, if such changes result in increases in such rates and charges, and must, if such changes
result in reductions in such rates and charges, adjust the Net Revenues for such period to reflect any
change in such Net Revenues which would have occurred if the schedule of rates and charges in
effect at the time of the adoption of the Series Resolution providing for the issuance of such Bonds
had been in effect during the portion of such period in which such schedule was not in effect.

b. If customers are being served by the Department at the time of adoption
of the Series Resolution authorizing the issuance of the Bonds then being issued and who were
added to the Wastewater System subsequent to the start of the Fiscal Year or the 12-month period
selected pursuant to item 3 of the Basic Thst described above, the Authorized Officer may adjust the
Net Revenues for such period to reflect any change in such Net Revenues which would have
occurred if the additional customers had been served during the portion of the period in which such
customers were not served.

Ifresidential, commercial, industrial or institutional customers which are
in existence are not then served by the Wastewater System at the time of adoption of the Series
Resolution authorizing the issuance of the Bonds then being issued, but are then expected to be
served during the five (5) Fiscal Years covered by such certificate, the Authorized Officer or the
Consulting Engineer, as applicable, must estimate the effect which such new customers would have
had on the Net Revenues for the period selected pursuant to item 3 of the Basic Yes! described above,
if such new ctistomers had been served during the entire period and may adjust the Net Revenues
for such period to give effect to such new customers, .~ny such estimate will be based upon the
operating experience and records of the Department with respect to the \Vastewater System and
upon any available financial and quarterly statistics deemed pertinent by the Authorized Officer or
the Consulting Engineer, as applicable.
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d. If any long-term, guaranteed contracts with customers of the Wastewater
System are in effect at the time of adoption of the Series Resolution authorizing the issuance of the
Bonds then being issued and which were entered into subsequent to the start of the Fiscal Yearor
12-month period selected pursuant to item 3 of the Basic Thsr described above, the Authorized
Officer may adjust the Net Revenues for such period to reflect any change in such Net Revenues
which would have occurred if such contracts had been in effect for the entire period.

e. In rendering the certificate required pursuant to item 3 of the Basic Test,
the Authorized Officer or the Consulting Engineer, as applicable, must deem the Operation and
Maintenance Expenses for the Wastewater System for the first Fiscal Year ofthe five(S) year period
to be equal to such Operation and Maintenance Expenses for the Fiscal Year immediately preceding
the Fiscal Year in which the proposed Series of Bonds is to be delivered, and thereafter the
Authorized Officer or the Consulting Engineer, as applicable, must adjust, if deemed necessary, for
any increased Operation and Maintenance Expenses which are estimated to occur during any
subsequent Fiscal Year during the five (5) year period andare, in the judgment of the Authorized
Officer or the Consulting Engineer, as applicable, essential to maintaining and operating the
\Vastewater System.

f. In rendering any certificate pursuant to the Bond Resolution, the
Authorized Officer or the Consulting Engineer, as applicable, may rely upon estimates from other
sources which the Authorized Officer or the Consulting Engineer, considers reliable, tnaking such
adjustments and provisions for contingencies based on similar projects and other considerations as
deenied appropriate by such Authorized Officer or the Consulting Engineer.

Refunding Bonds

The City and County may issue a Series of refunding Bonds at any time for the purpose of refunding
(including by purchase) all or any portion of Bonds Outstanding, including amounts to pay principal, redemption
premium and interest to the date of maturity or redemption (or purchase) and the expense of issuing the refunding
Bonds and of effecting such refunding if the conditions set forth in the Bond Resolution are complied with, including
all of the conditions of the Basic Thst described above, except that condition 3 need not he complied with if the
maximum annual Debt Service in any Fiscal Year on the refunding Bonds proposed to be issued does not exceed
maximum annual Debt Service in any Fiscal Year on the refunded Bonds by more than 10%. All adjustments
described above in Certain tidjusunents are applicable to the issuance of refunding Bonds.

The City and County may also issue a Series of refunding Bonds at any time for the purpose of
refunding (including by purchase) all or any portion of outstanding Third Lien Obligations or Reimbursable
Obligations, including amounts to pay principal, redemption premium and interest to the date of maturity or
redemption (or purchase) and the expense of issuing the refunding Bonds and of effecting such refunding if the
conditions set forth in the Bond Resolution are complied with, including all of the conditions of the Basic Test
described above.

Bond Antieipntion Notes

Bond Anticipations Notes may be issued by the City and County at such time as the City and County
shall have by a Series Resolution duly adopted atithorized the issuance of Bonds under the Bond Resolution. No Bond
Anticipation Notes may be issued unless there has been filed with the Director of Budget and Fiscal Services on or
prior to the date of issuance of such Bond Anticipation Notes, a written certificate of the City and County to the effect
that, based on market conditions expected to be prevailing at the time of issuance ofthe Series of Bonds in anticipation
of which such Bond Anticipation Notes are issued and on other reasonable assumptions set forth in such written
certificate, the provisions of the Bond Resolution for the issuance of additional Bonds other than refunding Bonds are
expected to be complied with at the time of issuance of such Series of Bonds. The maximum maturity of any Bond
Anticipation Notes, including the renewals thereo~ must not exceed five (5) years from the date of the original Bond
Anticipation Note. The principal of Bond Anticipation Notes may be paid from the proceeds of such Bond
Anticipation Notes (or any renewal thereof) or from the proceeds of the Bonds in anticipation of;vhich such Bond
Anticipation Notes were issued. The interest on such Bond Anticipation Notes may be secured by a lien on and pledge
of, and be paid from, the Net Revenues on a parity with the lien on and pledge of the Net Revenues created in the
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Bond Resolution for the payment and security of the Bonds. The principal of Bond Anticipation Notes ‘viii be secured
by a lien on and pledge of the proceeds of the Bonds in anticipation of which such Bond Anticipation Notes were
issued and any such pledge ~vill have priority over any other pledge of such proceeds created by the Bond Resolution.
Bond Anticipation Notes issued under the Bond Resolution are to be treated as Bonds for all purposes of the Bond
Resolution, and are to be payable from the Debt Service Subaccount, except to the extent that the principal of any
such Bond Anticipation Note is paid from the proceeds of other Bond Anticipation Note or from the proceeds of
Bonds.

Third Lien Obligations

The City and County may issue Third Lien Obligations which are payable out of; and which may
be secured by a pledge of; such amounts in the Third Lien Obligation Subaccount as may from time to time be available
for the purpose of payment. The City and County may, by resolution, provide for various priorities in the liens and
pledges securing Third Lien Obligations, and nothing in the Bond Resolulion shall be construed so as to require that
the payment of; or pledges securing, Third Lien Obligations bean a parity interse.

The City and County may also issue Third Lien Obligations; (i) to rerund any Third Lien Obligations
issued as provided in the Bond Resolution; (ii) to refund Outstanding Bonds; or (iii) to refund any Reimbursable
Obligations. Such Tlurd Lien Obligations issued far refunding purposes may be payable out of; and may be secured
by a pledge of, such amounts in the Third Lien Obligation Subaccount or Wastewater General Account as may from
time to time be available therefor.

The Band Resolution requires that any resolution, indenture or other instrument securing or
evidencing each issue of Third Lien Obligations must contain provisions (which shall be binding on all holders of
such Third Lien Obligations) not more favorable to the holders of such Third Lien Obligations than as described
below;

(I) in the event of any insolvency or bankruptcy proceedings, and any receivership,
liquidation, reorganization or other similar proceedings in connection therewith, relative to the City and
County or the Department, or to the property of the City and County or properly operated by the Department,
and in the event of any proceedings for voluntary liquidation, dissolulion or other winding tip of the City and
County or the Department, the Holders of all Bonds then Outstanding will be entitled to receive payment in
full of all principal and interest on all such Bonds before the holders ofthe Third Lien Obligations are entitled
lo receive any payment from the trust estate under the Bond Resolution consisting of the Net Revenues and
funds held under the Bond Resolution (the “Trust Estate” for these purposes) on account of principal (and
premium, if any) or interest on the Third Lien Obligations.

(2) Itt the event that any issue of Third Lien Obligations is declared due and payable
before its expressed maturity because of the occurrence of an event of default (under circumstances when the
provisions of( I) above are not applicable), the Holders of all Bonds Outstanding at the time such Third Lien
Obligations so become dueand payable because of such occurrence of such an event of default will be entitled
to receive payment in full of all principal and interest on all stich Bonds before the holders of the Third Lien
Obligations are entitled to receive any accelerated payment from the Trust Estate of principal (and premium,
if any) or interest on the Third Lien Obligations.

(3) If any Event of Default with respect to the Bonds has occurred and be continuing
(under circumstances when the provisions of (I) above are not applicable), the Holders of all Bonds then
Outstanding will be entitled to receive paytnent in full of all principal and interest on all such Bonds before
the holders of the Third Lien Obligations are entitled to receive any accelerated payment from the Trust
Estate of principal (and premium, if any) or interest on the Third Lien Obligations.

(4) No Bondholder shall be prejudiced in his right to enforce subordination of the
Third Lien Obligations by any act or failure to act on the part of the City and County.

(5) The Third Lien Obligations may provide thatthe provisions of( I), (2), (3) and (4)
above are solely for the purpose of defining the relative rights of the Bondholders on the one hand, and the
holders of Third Lien Obligations on the other hand, and nothing therein shall impair, as between the City
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and County and the owners of the Third Lien Obligations, the obligation of the City and County to pay to the
owners thereof the principal thereof and premium, if any, and interest thereon in accordance with its terms,
nor shall anything therein prevent the boWers of the Third Lien Obligations from exercising all remedies
otherwise permitted by applicable law or thereunder upon default thereunder, subject to the rights under (I),
(2), (3) and (4) above of the Holders of Bonds to receive cash, property or securities otherwise payable or
deliverable to the holders of the Third Lien Obligations; and the Third Lien Obligations may provide that,
insofar as a trustee or paying agent for such Third Lien Obligations is concerned, the foregoing provisions
shall not prevent the application by such trustee or paying agent of any moneys deposited with such trustee
or paying agent for the purpose of the payment of or on account of the principal (and premium, if any) and
interest on such Third Lien Obligations if such trustee or paying agent did not have knowledge at the time of
such application that such payment was prohibited by the foregoing provisions.

Any issue, of Third Lien Obligations may have such rank or priority with respect to any other issue
of Third Lien Obligations as may be provided in the resolution, indenture or other instrument securing such issue of
Third Lien Obligations and may contain such other provisions as are not in conflict with the provisions of the Bond
Resolution.

Reimbursnble Obligations

The obligation for the payment of Reimbursable Obligations shall be: (i) after and inferior to the
lien and security interest for the payment of Bonds and those Third Lien Obligations which are payable from the Third
Lien Obligation Subaccount; and (ii) prior and superior to the lien and security interest for the payment of those Third
Lien Obligations which are payable from the \Vastewater General Account. Reimbursable Obligations are payable
from the Reimbursable Obligation Account.

Support Facilities and Interest Rate Exchnnge Agreements

In connection with the issuance of any Series of Bonds and to the extent permitted by law, the City
and County may obtain or cause to be obtained from one or more Support Facility Providers one or more Support
Facilities providing for payment of all or a portion of the purchase price or principal, premium, if any, or interest due
or to become due on specilied Bonds of such Series, or providing for the purchase of’such bonds or a portion of such
Bonds by such Support Facility Providers, or providing, in whole or in part, for the funding of the Common Reserve
Subaccount or a Separate Series Reserve Subaccount pursuant to the Bond Resolution.

In connection with the issuance of any Series of Bonds or to better manage its assets and liabilities
and, to the extent permitted by law, the City and County may enter into with one or more Counterparties one or more
Interest Rate Exchange Agreements; provided that no such Interest Rate Exchange Agreement shall adversely affect
the exclusion from gross income for purposes of federal income taxation of interest on the Tax-exempt Bonds of any
Series.

The City and County may enter into agreements with one or more Support Facility Providers or
Counlerparties to provide for, among other things: (i) the payment of fees and expenses to stich Support Facility
Providers or Counterparties; (ii) the terms and conditions of such Support Facility or Interest Rate Exchange
Agreement and the Series of Bonds affected thereby; and (iii) the security, if any, to be provided to such Support
Facility Providers or Counterparties. The City and County may secure the Support Facility or Interest Rate Exchange
Agreement by an agreement providing for the purchase of the Bonds secured thereby with such adjustments to the
rate of interest, method ofdetermining interest, maturity, or redemption provisions as specified in the Series Resolution
or the Series Certificate. Debt Service with respect to any Bonds so secured is to be cahcttlated for purposes of the
definition of Common Reserve Subaccount Requirement by using the Assumed Long-Tenn Fixed Rate.

The City and County may also agree in any agreement with the Support Facility Provider of such
Support Facility or the Counterparty under an Interest Rate Exchange Agreement to reimburse directly such Support
Facility Provider or Counterparty for any amounts paid under the terms of such Support Facility or Interest Rate
Exchange Agreement, together with interest thereon (the “Support Facility Reimbursement Obligation”); provided
however, that no Support Facility Reimbursement Obligation is to be created, for purposes of the Bond Resolution,
until amounts are paid under such Support Facility or Interest Rate Exchange Agreement, as the case may be. Any
such Support Facility Reimbursement Obligation may be secured by a lien on and pledge of the Net Reventtes on a
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parity with the lien on and pledge of the Net Revenues created by the Bond Resolution with respect to the Bonds (a
“Parity Support Facility Reimbursement Obligation”). Any such Parity Support Facility Reimbursement Obligation
will be deemed to be a part of the Series of Bonds to which the Support Facility which gave rise to such Parity Support
Facility Reimbursement Obligation relates. Payment of Support Facility Reimbursement Obligation may be made out
of the Sewer Fund as provided in the Bond Resolution.

Any Support Facility deposited in the Common Reserve Subaccount or the long-term debt of the
Support Facility Provider of such Support Facility must, in each case, be in the highest rating category each Rating
Agency, and if rated by A.M. Best & Company, also be rated in the highest rating category by AM. Best & Company
or its successors. In the event any Support Facility deposited itt the Common Reserve Subaccount or the long-term
debt of the issuer of any Support Facility deposited in the Common Reserve Subaccount falls below the highest rating
category of each Rating Agency, and A.M. Best & Company, if rated by A.M. Best & Company, the City and County
must, within 120 days, obtain a new Support Facility which is rated in the highest category of each Rating Agency or
•for which the long-term debt of the issuer of such new Support Facility is rated in the highest rating category of each
Rating Agency and AM. Best & Company, if rated by A.M. Best & Company; provided, however, that if the new
Support Facility is not obtained within 120 days, the City and County must deposit in the Common Reserve
Subaccount Net Revenues in the amount provided in the Bond Resolution. If a disbursement is made pursuant to a
Support Facility deposited in the Common Reserve Subaccount, the City and County must: first, reinstate the fLill
amount of such Support Facility; and second, if necessary deposit Net Revenues in the Common Reserve Subaccount
in the amount of the disbursement made tinder such Support Facility, in either case such that the amount in the
Common Reserve Subaccount is equal to the Common Reserve Subaccount Requirement within a period of time not
longer than would be required to restore the Common Reserve Subaccount by application of moneys in the Sewer
Fund. The City and County may at any time deposit cash or Investment Securities as replacement for one or more
Support Facilities.

The City and County must obtain and maintain in effect one or more Support Facilities for Option
Bonds. The City and County must obtain a replacement Support Facility to replace any Support Facility ror Option
Bonds that is expiring, not renewed or terminated. Procedures for such replacement, maintenance and notices to
Bondholders, rating agencies or other persons are to be provided in the Series Resolution authorizing the Series of
Bonds or the Series Certificate relating to such Bonds.

Funds and Accounts

The City and County has established by ordinances the Sewer Fund and the Sewer Revenue Bond
Improvement Fund (the “Improvement Fund”). The First Bond Resolution establishes the following accounts in the
Sewer Fund:

Wastewater System Facility Charge Account,
Debt Service Account,
Common Reserve Account,
Rebate Account,
Rate Stabilization Account,
Subordinate Obligation Account,
Reimbursable Obligation Account,
Renewal and Replacement Account, and
Wastewater General Account.

None of the accounts in the Sewer Fund except the SLibordinate Obligation Account is pledged as
security for the payment of debt service on the Bonds. Such pledge of the Subordinate Obligation Account is subject
to the terms and provisions of and the exceptions provided in the First Bond Resolution and the Bond Resolution.

The Bond Resolution establishes the following subaccounts in the Subordinate Obligation Account:

Debt Service Subaccount,
Common Reserve Subaccount,
Rebate Subaccount, and
Third Lien Obligation Subaccount.
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The Bond Resolution permits the establishment ofone or more Separate Series Reserve Subaccounts
in the Subordinate Obligation Account. The Bond Resolution also permits the establishment of one or more Series
Improvement Subaccounts in the Improvement Second Account and requires the establishment of one or more Series
Improvement Interest Subaccounts in the Improvement Second Account if interest on the Bonds of a Series is to be
paid froni die proceeds of such Bonds during the period of construction of any Improvements and for six months
thereafter.

Sewer Fund

Revenues and Wastewater System Facility Charges are to be collected by the Department and are
to be deposited into the Sewer Fund. Under the First Bond Resolution, the Department will, in each month, (i) after
making the transfer, if any, to the Wastewater System Facility Charge Account of all moneys received as Wastewater
System Facility Charges, (ii) after paying or setting aside a sufficient amount to pay the Operating and Maintenance
Expenses, (iii) after making the transfer to the Rebate Account under the First Bond Resolution, (iv) after transferring
a sufficient amount to the Debt Service Account under the First Bond Resolution to equal debt service on First
Resolution Obligations, (v) after transferring a sufficient amount to the Common Reserve Account and each Separate
Series Reserve Account under the First Bond Resolution to eliminate any deficiency therein, and (vi) after maintaining
in the Sewer Fund a reasonable and necessary amount for working capital and operating reserves, transfer from the
Sewer Fund to the Subordinate Obligation Account a sufficient amount reqtiired by the Bond Resolution to pay all
accrtted and unpaid amounts and amounts to accrue and become payable during the succeeding calendar month which
are payable from the Subordinate Obligation Account.

Subordinate Obligation Account

Moneys transferred from the Sewer Fund to the Subordinate Obligation Account are to be applied
on the 5th day prior to the end of each month, unless otherwise provided below, in the following order of priority:

(I) To the Rebate Subaccount such amount as is necessary to pay the rebate amount
due the United States Treasury Department under Section 148 of the Code or to set aside as a reserve for
such payment;

(2) To the Debt Service Subaccount, if and to the extent required so that the balance
in the Debt Service Subaccount shall equal the Accrued Debt Service for all Bonds Outstanding and the
interest accrued on all Bond Anticipation Notes outstanding on said date;

(3) (a) To the Common Reserve Subaccount, if and to the extent required either (i) an
amount such that the balance in the Common Reserve Subaccount will equal the Common Reserve
Subaccount Requirement on said date, or (ii) an amount such that if the same amount were deposited in each
month the amount of any deficiency in the Common Reserve Subaccaunt would be eliminated at the end of
the sixth (6th) month following the first credit; and (b) to each Separate Series Reserve Subaccount, if and to
the extent required either (i) an amount such that the balance in each Separate Series Reserve Subaccount
shall equal the Separate Series Reserve Subaccount Requirement for each Separate Series Reserve
Subaccount on said date, or (ii) an amount such that if the same amount were deposited in each month the
amount of any deficiency in each Separate Series Common Reserve Subaccount shall be eliminated at the
end of the sixth (6th) month following the first credit; provided, however, that such transfers shall be pro
rata, based on the proportion of the Common Reserve Subaccount Requirement and each Separate Series
Reserve Subaccount Requirement to the sum of the Common Reserve Subaccount Requirement and all
Separate Series Reserve Subaccount Requirements;

(4) To the Third Lieu Obligation Subaccount, the amount, if any, equal to all Third
Lien Obligation Requirements theretofore accrued and unpaid and not met from any other source and to
accrue and become payable during the succeeding calendar month and not met from any other source.

The Bond Resolution permits the City and County to pay directly out of the Third Lien Obligation
Subaccount reimbursements to providers of Support Facilities whose Support Facilities have been drawn upon in the
same priority and order as payments from the Third Lien Obligation Subaccount to the Debt Service Subaccount, the
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Common Reserve Subaccount, each Separate Series Reserve Subaccount or other Funds, Accounts and Subaccounts
as provided in a Series Resolution as if such payments were part of such Funds, Accounts and Subaccounts.

Purposes oldie Various Subaccounts in Subordinate Obligation Account

Debt Service Subaccowit. The principal and Redemption Price of and interest on the Bonds and
interest on Bond Anticipation Notes are to be paid out of the Debt Service Subaccount in the Sewer Fund to each
Paying Agent on or before the respective due dates.

Amounts accumulated in the Debt Service Subaccount by reason of the payment of any Sinking
Fund Installment may be applied by the City and County, on or prior to the 60th day preceding the due date of such
Sinking Fund Installment, to: (i) the purchase of Bonds of the maturity for which such Sinking Fund Installment was
established, or (ii) the redemption ofsuch Bonds at the applicable Redemption Price, ifthen redeemable by their terms.
All such purchases of Bonds are to: (i) be made at prices not exceeding the applicable Redemption Price of such
Bonds plus accrued interest; (ii) be made as arranged by the City and County in such manner and from such sellers or
brokers at such prices as the City and County may determine; and (iii) be made to insure that delivery of the Bonds so
purchased will not occur later than the 60th day next preceding the redemption date to which the Sinking Fund
Installment is to be applied. The applicable Redemption Price of any Bonds (or principal amoLint of maturing Bonds)
so purchnsed or redeemed is deemed to constitute part of the Debt Service Subaccount until such Sinking Fund
Installment date, for the purpose of calculating the amount of such Subaccount. As soon as practicable after the 60th
day preceding the due date of any such Sinking Fund Installment, the City and County must proceed to call for
redemption on such due date Bonds of the maturity for which such Sinking Fund Installment was established (except
in the case of Bonds maturing on a Sinking Fund Installment date) in such amount as is necessary to complete the
retirement of the unsalisfied balance of such Sinking Fund Installment after making allowance for any Bonds
purchased or redeemed pursuant to the Bond Resolution which the City and County has applied as a credit against
such Sinking Fund Installment as provided in the Bond Resoltition.

The amount, if any, credited to the Debt Service Subaccount from a Series Improvement Interest
Subaccount is to be applied to the payment of interest on the Bonds as the same becomes due and payable as provided
in the Bond Resolution.

Upon any purchase or redemption pursuant to the Bond Resoltition of Bonds of any Series and
maturity for which Sinking Fund Installments shall have been established: (i) if the principal amoLint of the Bonds so
purchased is less than or equal to the next succeeding Sinking Fund Installment for such Series there is to be credited
to the next such Sinking Fund Installment an amount equal to the principal amount of the Bonds of such Series so
purchased; and (ii) if the principal amount of the Bonds so purchased is greater than the next succeeding Sinking Fund
Installment, there is to be credited toward each such Sinking Fund Installment thereafter to become due an amount
bearing the same ratio to such Sinking fund Installment as the total principal amount of such Bonds so purchased or
redeemed bears to the total principal amount of all such Sinking Fund Installments to be so credited or, at the option
of the City and County, an amount equal to the next succeeding Sinking Fund Installment. The portion of any such
Sinking Fund Installment remaining after the deduction ofany such amounts credited toward the same (or the original
amount of any such Sinking Fund Installment if no such amounts have been credited toward the same) will constitute
the unsatisfied balance of such Sinking Fund Installment for the purpose of calculation of Sinking Fund Installments
due on a future date.

All oIthe Refundable Credits received by the City and County shall be deposited immediately upon
receipt in the Debt Service Subaccount, and such Refundable Credits are irrevocably pledged to the punctual payment
of the interest on the respective Series of Interest Subsidy Bonds to which such Refundable Credits relate, and the
Refundable Credits shall not be used for any other purpose while any of the Interest Subsidy Bonds remain
Outstanding. All the Refundable Credits as received by the City and County shall immediately be subject to the lien
of thus pledge without any physical delivery thereof or further act, and the lien ofthe pledge shall be valid as against.
and prior to the lien of, all parties having claims of any kind in tort, contract or otherwise against the City and County
irrespective of whether such parties have notice thereof. Notwithstanding the foregoing deposit and pledge, the
Refundable Credits are not considered Revenues or included in the calculation or Revenues under the Bond
Resolution. Additionally, in calculating the amount that the City and County pays out ofthe Debt Service Subaccount
to the applicable Paying Agents as described in the first paragraph tinder the heading Purposes of the Various
Subaccouuits in the Subordinate Obligation Account” above, the City and County or the Paying Agent, as applicable,
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shall take into account Refundable Credits only if they have been deposited in the Debt Service Subaccount on or
prior to the Business Days preceding the applicable interest payment date and have not previously expended to pay
Debt Service on the Bonds issued as Interest Subsidy Bonds or otherwise transferred out of the Debt Service
Subaccount.

Common Reserve Sithaccount. If on the day preceding any principal or interest payment date, the
amount in the Debt Service Subaccount is less than the Accrued Debt Service for all Bonds then Outstanding which
are entitled to the benefit of the Common Reserve Subaccount, the City and County will pay out of the Common
Reserve Subaccount to each Paying Agent for such Bonds the amount necessary to satis~’ the deficiency for payment
to the holders ofsuch Bonds. Amounts so applied are lobe derived first, from cash or Investments Securities on credit
to the Common Reserve Subaccount and second, from draws or demands on Support Facilities held as a part of the
Common Reserve Subaccount, such draws or demands to be made pro raw among all such Support Facilities based
on the respective available amounts under such Support Facilities and upon the terms and conditions set forth in such
Support Facilities.

Whenever (lie amounts on deposit in the Common Reserve Subaccount exceed the Common Reserve
Subaccount Requirement, the City and County will withdraw the amount of such excess and deposit such excess to
the credit of the Debt Service Subaccount or the Sewer Fund, as the City and County may determine.

Whenever the am~unt (exclusive of Support Facilities) in the Common Reserve Subaccount,
together with the amount in the Debt Service Subaccount attributable to Bonds entitled to the benefit oFtlie Common
Reserve Subaccount, is sufficient to pay in full the principal or Redemption Pricô, if any, of and interest on all such
Outstanding Bonds in accordance wflh their terms, the funds on credit to the Common Reserve Subaccount are to be
transferred to the Debt Service Subaccount and applied to make such payment. Prior to such transfer, all Investment
Securities held in the Common Reserve Subaccount will be liquidated by the City and County to the extent necessary
to provide for timely payment of the principal or Redemption Price, if any, of and interest on such Bonds.

When a Series of Bonds entitled to the benefit of the Common Reserve Subaccount is refunded in
whole or in part or is otherwise deemed paid within the meaning of the Bond Resolution, moneys may be withdrawn
from the Common Reserve Subaccoutit to pay or provide for the payment of such Bonds or refunded Bonds, as the
case may be; provided that immediately after such withdrawal or transfer there must be on credit to the Common
Reserve Subaccount for those Bonds of the Series of Bonds not refunded an amount equal to the Common Reserve
Subaccount Requirement for the Bonds entitled to the benefit of the Common Reserve Subaccount then Outstanding
after taking into account such refunding or payment.

The City and County may determine in the Series Resolution authorizing a Series of Bonds or a
Series Certificate related to a Series of Bonds that such Series of Bonds will not be entitled to the benefit of the
Common Reserve Subaccount, in which case no amount will be required from the proceeds of such Series of Bonds
for credit to the Common Reserve Subaccount and ito amount will be payable from the Common Reserve Subaccount
to pay amounts due or payable with respect to such Series of Bonds.

The Common Reserve Subaccount Requirement is to be calculated or recalculated: (i) at the time of
issuance ofa Series ofBonds (or Bond Anticipation Notes); (ii) at the time a Series of Bonds is retired in its entirety;
(iii) at such other time as in the Opinion of Counsel is required to maintain the exclusion of interest on the Tax-exempt
Bonds from gross income for federal income taxation purposes.

Separcue Series Reserve Subaccosuns. If on the day preceding any principal or interest payment
date, the amount in the Debt Service Subaccount is less than Accrued Debt Service for the Bonds of a Series then
Outstanding which are entitled to the benefit of a Separate Series Reserve Subaccount. the City and County will pay
out of stich Separate Series Reserve Subaccount to the Paying Agent for such Bonds the amount necessary to satisfy
the deficiency for payment to the holders olsuch Bonds. Amounts so applied shall be derived first, from cash or
Investments Securities on credit to such Separate Series Reserve Subaccount and second, from draws or demands on
Support Facilities held as a part thereof, such draws or demands to be made pro iota among nil such Support Facilities
based on the respective available amounts under such Support Facilities and upon the terms and conditions set forth
in such Support Facilities.
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Whenever the amounts on deposit in any Separate Series Reserve Subaccount exceed the applicable
Separate Series Reserve Subaccount Requirement, the City and County will withdraw the amount of such excess and
deposit such excess to the credit of the Debt Service Subaccount or the Sewer Fund, as the City and County may
determine.

Whenever the amount (exclusive of Support Facilities) in any Separate Series Reserve Subaccount,
together with the amount in the Debt Service Subaccount attributable to Bonds entitled to the benefit of such Separate
Series Reserve Subaccount, is sufficient to pay in fill the principal or Redemption Price, if any, of and interest on all
such Outstanding Bonds in accordance with their terms, the funds on credit to such Separate Series Reserve
Subaccount are to be transferred to the Debt Service Subaccount and applied to make such payment. Prior to such
transfer, all Investment Securities held in such Separate Series Reserve Subaccount will be liquidated by the City and
County to the extent necessary to provide for timely payment of the principal or Redemption Price of and interest on
such Bonds.

When a Series of Bonds entitled to the benefit ofthe Separate Series Reserve Subaccount is refunded
in whole or in part or are otherwise deemed paid within the meaning of the Bond Resolution, moneys may be
withdrawn from such Separate Series Reserve Subaccount to pay or provide for the payment ofsuch Bonds or reftinded
Bonds, as the case may be; provided that immediately after such withdrawal or transfer there must be on credit to such
Separaie Series Reserve Subaccount an amount equal to the Separate Series Reserve Subaècount Requirement for the
Botids then Outstanding which are entitled to the benefit of such Separate Series Reserve Subaccount after taking into
account such refunding or payment.

Each Separate Series Reserve Subaccount Requirement is to be calculated or recalculated: Ii) at the
time of issuance of a Series of Bonds (or Bond Anticipation Notes); (ii) at the time a Series of Botids is retired in its
entirety; (iii) at such other time as in the Opinion of Cotinsel is required to maintain the exclusion of interest on the
Tax-exempt Bonds from gross income for federal income taxation purposes.

Certain provisions of the Bond Resolution relating to Separate Series Reserve Subaccount may be
modified in whole or in part with respect to any Series of Bonds entitled to the benefits ofa Separate Series Reserve
Subaccount.

Rebate Suhaceount. If and to the extent required by the Code, an Authorized Officer must
periodically, at such times as may be required to comply with the Code, determine the amount required to be rebated
or otherwise paid to tlte Department of the Treasury of the United States of America with respect to each Series of
Tax-exempt Bonds and thereafter (i) transfer from any of the Funds, Accounts and Subaccounts pledged or held under
the Bond Resolution, other than the Debt Service Subaccount, the Third Lien Obligation Subaccount and the
Reimbursable Obligation Account and credit to the Rebate Subaccount an amount equal to all or a portion of such
amount to be rebated with respect to such Series of Bonds and (ii) pay out of the Rebate Subaccount to the Department
of the Treasury of the United States of America the amount, if any, required by the Code to be rebated or otherwise
paid. Moneys in the Rebate Subaccount and the Subaccounts therein are not available for the benefit of the l-lo]ders
of the Bonds and are not pledged to the payment of the Bonds or the interest thereon.

If and to the extent necessary to comply with any covenant established in a Series Resolution
authorizing a Series of Bonds or in a Series Certificate relating to such Series of Bonds regarding maintaining the
exclusion of interest on Tax-exempt Bonds from gross income for Federal income taxation purposes, the City and
County may establish a Subaccount in the Rebate Subaccount with respect to such Series of Bonds or provide for the
establishment such Subaccount in sttch Series Resolution or in such Series Certificate.

Third Lien Obligation Subaceouni. The City and County must at all times maintain in the Third
Lien Obligation Subaccount an amottnt equal to the Third Lien Obligation Requirement. Moneys on deposit in the
Third Lien Obligation Subaccount will be applied by the City and County solely in accordance with the provisions o~
and subject to the priorities and limitations and restrictions provided in the Bond Resolution, indenture or other
instrument of the City and County securing or evidencing such Third Lien Obligations. Any moneys credited to the
Third Lien Obligation Subaccount are immediately free and clear of the lien and pledge created by the Bond
Resolution.
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Purposes of the Various Subaccounis Outside Subordinate Obligation Account

Sewer Fund - Rate Stabilization Account The amount of moneys and Investment Securities to be
maintained from time to time in the Rate Stabilization Account is to be provided for in the Annual Budget. ~vfnneys
and Investment Securities may be transferred to the Rate Stabilization Account as provided in the Annual Budget from
(i) the Sewer Fund in the order of priority provided in the Bond Resolution, or (ii) the Wastewater General Account
as provided in the Bond Resolution. Moneys and Investment Securities credited to the Rate Stabilization Account are
to be transferred to the Sewer Fund at the times and in the amounts as may be provided in the Annual Budget for the
purposes ofstabilizing the raws and charges of the \~‘astewater System.

Sewer hind - Renewal and Replacement Account. Moneys on credit to the Renewal and
Replacement Account may be applied to the cost of the construction of improvements to or reconstruction of the
Wastewater System, emergency repairs of the Wastewaler System, and major or extraordinary repairs, renewals or
replacements of the Wastewater System, in each case to be set forth in the Annual Budget; (i) to restore or prevent
physical damage to the Wastewater System or any part thereof; (ii) for the safe and efficient operation of the
~Vastewater System; or (iii) to prevent loss of Revenues.

If on the day preceding any interest payment date the moneys in the Debt Service Subaccount after
making the transfer from the Common Reserve Subaccount as provided for in the Bond Resolution and &oni the
\Vaste%vater General Account as provided for in the First Bond Resolution, are insufficient to pay the interest, principal
and redehiption price becoming due on the Bonds, the City and County, after making all transfer required by the First
Bond Resolution, must transfer from the Renewal and Replacement Account for credit to the Debt Service Subaccount
the amount necessary (or all the moneys in such Account if less than the amount necessary) to satisfy such deficiency.

If on each January I and July I the moneys, Investment Securities and the amount of Support
Facilities in the Common Reserve Subaccount are less than the Common Reserve Subaccount Requirement, and the
transfer referred to in the preceding paragraph has been made, the City and County, afier making all transfers required
by the First Bond Resolution, must transfer from the Renewal and Replacement Account for credit to the Common
Reserve Subaccount the amount necessary (or all the moneys in such Account if less than the amount necessary) to
satisfy such deficiency.

Seiter Fund- I?ei,nbwcable Obligation Account. The City and County must at all times maintain
in the Reimbursable Obligation Account an amounl equal to the Reimbursable Obligation Requirement. Moneys on
deposit in the ReimbLirsable Obligation Account will be applied by the City and County solely to reimburse the
General Fund of the City and County for payment of debt service due on Reimbursable Obligations issued or to be
issued by the City and County with respect to the Waslewater System. Any moneys deposited in the Reimbtirsable
Obligation Account are immediately free and clear of the lien and pledge created by the Bond Resolution.

Se~t’er Fund - Wastewater General Account. The City and County, after making all transfers
required by the First Bond Resolution, must transfer from the Wastewater General Account to the Debt Service
Subaccount, the Common Reserve Subaccount and each Separate Series Reserve Subaccount the amount necessary
(or all the moneys in the Wastewater General Account if less than the amount necessary) to satisf3’ any deficiencies
in such subaccounts required by the Bond Resolution.

Amounts in the Wastewater General Account not required to meet a deficiency referred to in the
preceding paragraph or other deficiency as provided in the First Bond Resolution may be applied to the following
purposes in the following order of priority:

(I) the Costs of Improvements, or the provision of one or more
reserves therefor;

(2) for transfer to the Rate Stabilization Account in the Sewer Fund
such amounts as may be provided in the Annual Budget for the ptirpose of stabilizing rates
and charges;
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(3) the purchase at such price or prices as the City and County may
deem advisable or redemption of any Bonds and expenses of such purchase or redemption
at any time; and

(4) for any other awful purpose ofihe City and County.

Sewer Revenue Bond In;provenwnr Fund — Improvement Second Account. As soon as practicable
on the date of delivery of the Bonds of a Series, the amount required pursuant to the Series Resolution or Series
Certificate will be deposited in the Improvement Fund for credit to the improvement Second Account. In addition,
the City and County will deposit in the Improvement Fund for credit to the Improvement Second Account such moneys
other than proceeds of the Bonds as the City and County may determine to be proper or appropriate to pay the Costs
of Improvements.

The Series Resolution authorizing the issuance of any Series of I3onds (exclusive of Refunding
Bonds) may create and establish one or more separate special series improvement subaccounts (a “Series Improvement
Second Subaccount”) in the Improvement Second Account, with such designation as may be appropriate. In the event
any interest on such Bonds is to be capitalized from the proceeds of such Bonds, a special series subaccount must be
created in the Improvement Second Account (a “Series Improvement Interest Subaccount”) with such designation as
may be appropriate.

Moneys, including proceeds of the Bonds of a Series, which are credited to a Series Improvement
Subaccount are to be applied to the payment of the Costs as are specified in the applicable Series Resolution or Series
Certificate. Any balance remaining in such Series Improvement Second SubaccoLint upon completion of payment of
such Costs may be used for any lawful purpose ofthe City and County; providedthat the City and County has obtained
an Opinion ofCounsel that any such application will not impair the exemption from Federal income taxation of interest
on any of the Tax-exempt Bonds.

Moneys credited to a Series Improvement Second Interest Subaccount are to be tised for the purpose
of paying interest on the Bonds of designated Series. On or before the 5th day preceding the end of the month next
preceding the maturity of an installment of interest on the Bonds for the payment of which moneys have been credited
to such Series Improvement Second Interest Subaccotint, the City and County must transfer from a Series
Improvement Second Interest Subaccount to the Debt Service Subaccount an amount which, together with any moneys
theretofore held in the Debt Service Subaccount, are sufficient to pay such next maturing installment of interest on
such Bonds.

Payments from the tmprovemenr Second Accotint are to be made as specified in the Series
Resolution authorizing the issuance of a Series of Bonds or a Series Certificate related to a Series of Bonds.

Moneys, including proceeds of the Bonds, in the Improvement Second Account, pending their
application as provided in the Bond Resolution and Series Resolution and Series Certificate, are subject to a prior and
paramount lien and charge in favor of the Holders of the Bonds, and the Holders of the Bonds have a valid claim on
such moneys for the further security of the Bonds until paid out or transferred as provided in the Bond Resolution. In
the event that there is an insufficiency iii the Debt Service Subaccount to pay Debt Service after all transfers, other
than a transfer from the ~Vastewater System Facility Charge Account, have been made pursuant to and in accordance
with the Bond Resolution, the City and County must transfer from the Improvement Second Account such amount (or
all remaining amounts in such Improvement Second Account) as is deemed necessary by the Director of Budget and
Fiscal Services Ibr deposit in the Debt Service Subaccount, which, together with the amounts then on credit to the
Debt Service Subaccount, is sufficient to pay Debt Service.

Seuier Fund— II’asteiraierSysienj Facility Charge Account. In the event that there is an insufficiency
in the Debt Service Subaccount to pay Debt Service after all transfers have been made pursuant to and in accordance
with the First Bond Resolution and the Bond Resolution, the City and County must transfer from the \Vastewater
System Facility Chnrge Account such amount (or all remaining amounts in the Wnstewater System Facility Charge
Account) as is deemed necessary by the Director of Budget and Fiscal Services for deposit in the Debt Service
Subaccount, which, together with the amounts then on deposit in the Debt Service Subaccount, is sufficient to pay
Debt Service. The amount of any such transfer must at the earliest practicable date be reimbursed to the Waste’vater
System Facility Charge Account as provided in the Bond ResoIutio~.
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Amounts held in the Wastewater System Facility Charge Account are to be expended for the
purposes specified in Section 6-47.1 of the City Code.

Investment of Funds

Moneys in the Debt Service Subaccount may, to the fullest extent practicable and reasonable, be
invested and reinvested solely in noncallable Investment Securities which are Government Obligations, FNMAs or
FI-ILMCs (as such terms are defined in the definition of Investment Securities) and which mature or are subject to
redemption at the option of the holder thereof on or prior to the respective dates when the moneys in Debt Service
Subaccount will be required for the purposes intended. Moneys in the Common Reserve Subaccount or any Separate
Series Reserve Subaccount not required for immediate disbursement for the purpose for which the Common Reserve
Subaccount or such Separate Series Reserve Subaccount is created may, to the fullest extent practicable and
reasonable, be invested and reinvested solely in, and obligations credited to the Common Reserve Subaccount or such
Separate Series Reserve Suhaccount must be, investmenls specified in items (i) to (vi), inclusive, of the definition of
Investment Securities and which mature or are available at par at or prior to five (5) years from the date of investment
thereof.

Moneys in the Sewer Fund not required for immediate disbursement for the purpose for which such
Fund is created may, to the fullest extent practicable and reasonable, be invested and reinvested, to the extent allowed
by law, solely in, and obligations deposited in such Fund will be, Investment Securities which mature or are subject
to redemption or payment at par at the option of the holder thereof, not later than such times as will be necessary to
provide moneys when needed to provide payments from such Fund.

Moneys in the Improvement Second Account, other than a Series Improvement Second Interest
Subaccouni therein, not required for immediate disbursement for the purposes for which such Account is created may,
to the fullest extent practicable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and
obligations deposited in such Account will be, Investment Securities which mature or are subject to redemption or
payment at par at the option of the holder thereof not later than sttch times as shall be necessary to provide moneys
when needed to provide payments from such Account.

Moneys in a Series Improvement Second Interest Subaccount in the Improvement Second Account
not required for immediate disbursement for the purposes for which such Account is created may, to the fullest extent
practicable and reasonable, be invested and reinvested to the extent allowed by law, solely in, and obligations
deposited in such Account shall be, noncallable Investment Securities which are Government Obligations, FNMAs or
FIILMCs (as such terms are defined in the definition of Investment Securities) that mature or are subject to redemption
at the option of the holder thereof not later than such limes as shall be necessary to provide tnoneys when needed 10
provide payments from such Account.

To the extent permitted in the Bond Resolution, all income received from the investment or
reinvestment of nioneys in the Funds, Accounts and Subaccounts established under the Bond Resolution will be
deposited in the respective Fund, Account and Subaccount from which such investments are made and applied as a
credit against the next succeeding deposit or credit required to be made pursuant to the Bond Resolution; provided
however, that except as to the Third Lien Obligation Subaccount and the Reimbursable Obligation Account, all or a
portion of the income received from the investment or reinvestment of moneys in any such Fund. Account and
Subaccount may be deposited in the Sewer Fund or the Improvement Second Account, including a Series Improvement
Second Interest Subaccount therein; and proi’ided,Jthiher, howeve,; that all income received from the investment or
reinvestment of moneys in any Series Improvement Second Interest Subaccount must be deposited in the DebtService
Subaccount.

Neither the Director of Budget and Fiscal Services nor any Paying Agent shall be liable for any
depreciation in vatue of any investments made by the City and County.

Valuntion of Investment Securities

In computing the amount in any Fund, Account or Subaccount, Investment Securities therein are to
be valued at cost or accreted value, whichever is lower, exclusive of accrued interest. The City and County is to
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determine the value of Investment Securities field in any Fund, Account or Subaccount as frequently as it deems
necessary, but not less ofien than annually.

Depositaries

All moneys held by the City and County or any Depositary under the provisions of the Bond
Resolution are to be held in trust and applied only in accordance with the provisions ofthe Bond Resolution, and each
of the Funds, Accounts and Subaccounts established by the Bond Resolution shall be a trust fund.

Each Depositary must be a bank or trust company organized under the laws ofany state ofthe United
States or a national banking association having capital stock, surplus and undivided earnings of $5,000,000 or more
and willing and able to accept such office on reasonable and customary terms and authorized by law to act in
accordance with the provisions ofthe Bond Resolution.

Concerning Depositaries and Paying Agents

Ounlffications and Appointment, The Director of Budget and Fiscal Services may appoint one or
more Paying Agents and Depositaries as of the date of issuance and delivery of the first Series of Bonds and may at
any time or from time to time appoint one or more other Paying Agents or other Depositaries having the qualifications
of a depositary, as described in the Bond Resolution; provided however, the Director of Budgel and Fiscal Services
may be designated Paying Agent and/or Depositary. Each Paying Agent, other than the Directorof Budget and Fiscal
Services, and each Depositary, other than the Director of Budget and Fiscal Services, shall signify its acceptance of
the duties and obligations imposed upon it by the Bond Resolution by executing and delivering to the City and County
and the Director of Budget and Fiscal Services a written acceptance thereof.

Paying ilgents and Depositaries May Bz~’, Hold. Sell or Deal in Bonds and Oilier Indebtedness of
the Cily and County Each Paying Agent and each Depositary and its respective directors, officers, employees or
agents, may in good faith buy, sell, own, hold and deal in any of the Bonds issued tinder the provisions of the Bond
Resolution and may join any action which any Holder of a Bond may be entitled to take, with like effect as if such
Paying Agent or Depositary were not a Paying Agent or any Depositary, as the case may be, under the Bond
Resolution. Any Paying Agent or any Depositary may in good faith hold any other form of indebtedness of the City
and County; own, accept or negotiate any drafts, bills of exchange, acceptances or obligations of the City and County,
and make disbursements for the City and County and eater into any commercial or business arrangement therewith.

Reimbursement of I’aying Agents and Depositaries for Fees, Etpenses and charges. Each Paying
Ageni and each Depositary shall be entitled to reasonable fees and to reimbursement by the City and County for all
expenses and charges reasonably incurred by it in the performance of its duties tinder the Bond Resolution. No Paying
Agent nor Depositary shall have a lien for such fees and reimbursement on the moneys pledged to secure the Bonds
under the Bond Resolution at any time held by it, prior to the lien or claim of the 1-lolders of the Bonds on all such
moneys.

Covenants

The City and County has covenanted and agreed in the Bond Resolution with the Holders of all
Bonds issued pursuant to the Bond Resolution as follows:

Maintenance ofthe Properties ofthe lVasieirater System: Keeping the System in Good Repair. The
Department will: (i) maintain, preserve and keep, or cause to be maintained, preserved and kept, the properties of the
Wastewater System and all additions and betterments thereto and extensions thereof, and every part and parcel thereof
in good repair, working order and condition, (ii) from time to time make, or cause to be made, all necessary and proper
repairs, renewals, replacements, additions, extensions and betterments thereto, so that at all times the business carried
on in connection therewith shall properly and advantageously be conducted, and (iii) comply, or cause to be complied
with the terms and conditions of any permit or license for the Wastewater System or any part thereof issued by any
federal or state governmental agency or body and with any federal or state law or regulation applicable to the
construction, operation, maintenance and repair of the Wastewater System or requiring a license, permit or approval
therefor.
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Rates and Chaiges~ The City and County will at all times fix, charge and collect such rates and
other charges as shall be required in order that in each Fiscal Year the Net Revenues will be not less than the Net
Revenue Requirement for such Fiscal Year (“Rate Covenant”). The failure in any Fiscal Year to comply with the
foregoing Rate Covenant does not constitute an Event of Default if the City and County complies with requirements
described in the next paragraph.

Priorto the end of each Fiscal Year the Director of Environmental Services or the Director ofl3udget
and Fiscal Services if requested by the Director of Environmental Services must complete areview of the financial
condition of the Department for the purpose of estimating whether the Net Revenues for such Fiscal Year and for the
next succeeding Fiscal Year will be sufficient to comply with the Rate Covenant and must by a written certificate
make a determination with respect to such compliance. Such review may take into consideration the completion of
any uncompleted Improvement and the issuance of future Series of Bonds if necessary to finance the completion of
such Improvements. Such written certificate must set forth a reasonably detailed statement of the actual and estimated
Revenues, Operation and Maintenance Expenses, Aggregate Debt Service, and any other estimates or assumptions
upon which such determination was based, and must be filed with the City Clerk on or before July I in each year. If
it is determined in such written certificate that the Revenues may not be so sufficient, the Director of Environmental
Services or the Director of Budget and Fiscal Services if requested by the Director of Environmental Services must
forthwith make a study for the purpose of determining a schedule of fees, rates and charges which, in the opinion of
the Director of Environmental Services or the Director of Budget and Fiscal Services, will cause sufficient Revenues
to be collected in the following Fiscal Year to comply with the Rate Covenant and will cause additional Revenues to
be collected in such following and later Fiscal Years sufficient to eliminate the amount of any deficiency at the earliest
practicable time, or the Director of Environmental Services or the Director of Budget and Fiscal Services may elect
to cause the Consulting Engineer to make such a study and render such opinion, The City Council shall as promptly
as practicable but no later than the 120 days following such determination by the Director of Environmental Services
or the Director of Budget and Fiscal Services, or receipt of the Consulting Engineer’s recommendation, adopt and
place in effect a schedt,Ie of fees, rates and charges as so determined or recommended pursuant to the Bond Resolution.

Sale, Lease or Other Disposition of Properties qf the Wastewater System. The properties of the
~Vastewater System may not be sold, mortgaged. leased or otherwise disposed of except as described below.

The properties of the Wastewater System may be sold, leased, or other’vise disposed of in their
entirety if simultaneously with such sale, lease or other disposition thereof provision is made for the payment of all
Bonds then Outstanding and such Bonds are no longer deemed Outstanding within the meaning of the Bond
Resolution.

Any portion of the properties of the Wastewater System may he sold, leased, or otherwise disposed
of on such terms and conditions as may be determined by the City and County if the value of such portion of the
properties as of the date of such sale, lease or disposition does not exceed five percent (5%) of the net book assets of
the Wastewater System as of the last day of the preceding Fiscal Year as shown in the most recent audited financial
statements of the Department. Any part of the properties of the ~Vastewater System having a value as of the date of
the sale, lease or disposition which exceeds 5% of the net book assets of the Wastewater System as of the last day of
the preceding Fiscal Year as shown in the most recent audited financial statements of the Department may be sold,
leased, or otherwise disposed of if the Consulting Engineer certifies to the City and County in writing,41at the terms
and conditions of the proposed sale, lease or other disposition of any such properties are fair and reasonaBle, and that
the estimated Revenues to be derived from the remaining properties of the Wastewater System, after taking into
consideration the use by the Department of the proceeds of such proposed sale, lease or other disposition of such
properties, will be sufficient to enable the City and County to comply with all covenants and conditions of the Bond
Resolution. Proceeds of any sale, lease or other disposition of any portion of the properties of the Wastewater System
pursuant to this provision are to be paid first into the Debt Service Account created by the First Bond Resolutioti and
applied to the purchase or redemption of bonds thereunder, second into the Debt Service Subaccount and applied to
the purchase or redemption of Bonds, and third into the Sewer Fund and applied by the City and Coutity for the
purpose of constructing extensions, betterments or improvements to the Wastewater System as the City and County
may determine.

Surplus lands, crops, timber, buildings and any other portion of the works, plant and facilities of the
Wastewater System and real and personal property comprising a part thereof, which, in the opinion of the Director of
Environmental Services, have becotne unserviceable, inadequate, obsolete, worn out, or unfit to be used in the
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operation of the Wastewater System, or no longer necessary, material to, or useful in such operation may be sold,
leased, or otherwise disposed of. Proceeds of any such sale, lease or other disposition of any portion of the properties
of the Wastewater System pursuant to this provision are to be paid into the Sewer Fund.

If permitted by the laws of the State, the City and County may transfer without consideration the
properties comprising the Wastewater System to a public corporation or political subdivision of the State, provided
such corporation or subdivision assumes all ofthe City and County’s or the Department’s obligations and duties under
the Bond Resolution.

In the event that any part of the properties of the Wastewater System is transferred from the City
and County through the operation of law (including condemnation), any moneys received by the City and County as
a result of such transfer are to be paid: (i) if such proceeds are not in excess of $250,000, into the Sewer Fund; or (ii)
if such proceeds are in excess of $250,000: (a) into the Debt Service Account created by the First Bond Resolution
and applied to the purchase or redemption of bonds issued thereunder; (b) in the Debt Service Subaccount and applied
to the purchase or redemption of Bonds; or (c) into the Renewal and Replacement Account and applied by the City
and County for the purpose of constructing replacements, extensions, betterments or improvements to the Wastewater
System, as the City and County shalt determine.

Insurance. Except as provided for in the next paragraph, the Department must keep, or cause to be
kept, the works, plants and facilities comprising the properties of the Wastewater System and the operations thereof
insured to the extent available at reasonable at reasonable cost with responsible insurers, with policies payable to the
City and County or the Department, against risks ofdireci physical loss, damage to or destruction of the above-ground
structures, and (lie equipmenL and contents therein, of the Wastewater System arising from accidents, casualties or
negligence, and other causes customarily insured against, at least to (he extent that similar insurance is usually carried
by utilities operating like properties, including liability insurance and workman’s compensation insurance; provided,
however, that any time while any contractor engaged in constructing any part of the Wastewater System is fully
responsible for such insurance, the Department is not required to keep such part of the Wastewater System insured.
All policies ofinsurance shall be for the benefit of the Holders of the Bonds and the City and County or the Department
as their respective interests may appear.

In the event ofany loss or damage to the properties of the Wastewater System covered by insurance,
the Department will: (i) with respect to each such toss, promptly repair and reconstruct to the extent necessary to the
proper conduct of the operations of the Wastewater System the lost or damaged portion thereof and shall apply the
proceeds of any insurance policy or policies covering such loss or damage for that purpose to the extent required
therelor, unless, in case of loss or damage involving S250,000 or more, the Department determines that such repair
and reconstruction will not be underlaken; and (ii) ifthe Department does not use the entire proceeds of such insurance
to repair or reconstruct such lost or damaged property, the proceeds ofsuch insurance policy or policies or any portion
thereof not used for such repair or reconstruction, as the case may be, are to be paid into the Sewer Fund. If the
Department does not obtain insurance from responsible insurers as provided for in the Bond Resolution, the City and
Cotinty or the Department mtist self-insure; provided, however, that if the Department fails to carry insurance against
any of the risks normally insured against by operators of facilities similar to the Wastewater System, it must secure
the concurrence of an independent insurance consultant, In making its decision whether to concur in such self-
insurance, the independent insurance consultant must (i) make an estimate of the added financial risks, if any, assumed
by the Department as a result of the self-insurance; (ii) consider the availability of commercial insurance, the terms
upon which such insurance is available and the costs of such available insurance, and the effect of such terms and
costs upon the Department’s costs and charges for its services; and (iii) determine whether the added financial risk, if
any, being assumed by the Department is prudent in light of the savings to be realized from such self-insurance or in
light of the general availability of insurance.

The Department may include insurance required by the Bond Resolution as part of a blanket
insurance policy of the City and County.

Consulting Engineci~ The City Council, (lie Direclor of Environmental Services or the Director of
Budget and Fiscal Services may from time to time retain and appoint, as Consulting Engineer, an independent
consulting engineer or engineering firm or corporation having special skill, knowledge and experience in analyzing
the operations of wastewater systems, preparing rate analyses, forecasting the loads and revenues of wastewater
systems, preparing feasibility reports respecting the financing of wastewater systems and advising on the operation of
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wastewater facilities, who shall be available to advise the Department, upon request, and to make such investigations
and determinations as may be necessary from time to time under the provisions of the Bond Resolution.

Books qfAccouni; Annua!Audii. The Department will maintain and keep proper books of account
relating to the ~Vastewater System and in accordance with generally accepted accounting principles. Within ISO days
after the end of each Fiscal Year commencing with the riscal Year ending June 30, 2000, the Department will cause
such books of account to be audited by an independent certified public accountant. The audit required by the Bond
Resolution may be part of a comprehensive audit of the City and County, provided that the Wastewater System in
such audit is treated as an “enterprise fund” and the revenues and expenses of the Wastewater System are stated in a
manner which permits identification by category of the sources and uses of the Revenues. A copy of each audit report
prepared in conformity with generally accepted accounting principles must be filed promptly with the City and County
and sent to nny Bondholder filing with the Director of Environmental Services a written request for a copy thereofl
and to any Rating Agency which has rated any Bonds.

To Pa)’ Bonds Punctually The City and County will duly and punctually pay, or cnuse to be paid,
but only from the Revenues, income and other funds specified in the Bond Resolution, the principal and Redemption
Price (if any) of; and interest on, each and every Bond on the dates and at the places, and in the manner provided in
the Bonds according to the true intent and meaning thereof, and the City and County will faithfully do and perform
and at all times fully observe and keep any and all of its covenants, undertakings, stipulations and provisions contained
in the Bonds and in the Bond Resolution.

Payment of Taxes and Oilier C1aims~ The Department mLlst from time to time duly pay and
discharge, or cause to be paid and discharged, all taxes, assessments and other governmental charges, or payments iii
lieu thereof; lawfully imposed upon the properties of the Wastewater System (or any part thereof) or upon the Net
Revenues or income received therefrom when the same become due, as well as all lawful claims far labor, material
and stipplies, which, if not paid, might become a lien or charge upon said properties or any part thereof, or upon the
Revenues derived from the ownership or operation of the Wastewater System, or which might in any way impair the
security of the Bonds, excepL any such assessments, charges or claims which the Department in good faith contests as
to validity.

Ertension of Payment of Bonds. The City and County will not, directly or indirectly, extend or
assent to the extension of the maturity of any of the Bonds or the time of payment of any claims for interest by the
purchase of such Bonds, coupons, if any, or claims (hr interest or by any other arrangement and in case the maturity
of any of the Bonds or the time for payment of any such claims for interest is extended, such Bonds or claims for
interest ;vill not be entitled, in case of any default under the Bond Resolution, to the benefit of the Bond Resolution
or to any payment out of any assets of the City and County or the funds (except funds held in trust for the payment of
particular Bonds or claims for interest pursuant to the Bond Resolution) held by the Paying Agents, except subject to
the prior payment of the principal of all Bonds issued and Outstanding the maturity of which has not been extended
and of such portion of the accrued interest on the Bonds as shall not be represented by such extended claims for
interest.

Sound hnprai’emenis and Extensions, The Department will not expend any of the income, revenues,
receipts, profits and other moneys derived by it from the ownership or operation of the ~Vastewater System for any
renewals, replacements, additions, betterments and improvements to, or extensions of; the Wastewater System which,
in the sole opinion of the Director of Environmental Services, will not properly and advantageously contribute to the
conduct of the business of the Wastewater System in an efficient and economical manner unless required to do so to
permit the continued operation of the Wastewater System or to preserve or protect the \Vastewater System.

tnnua/ Bridget. Not later than May 31 before the beginning ofany Fiscal Year the City and County
or the Department will prepare a preliminary budget of Operation and Maintenance Expenses of the Waslewater
System and reserves therefor for the ensuing Fiscal Year. Each such budget and each Annual Budget will include, in
addition to provisions for all anticipated Operation and Maintenance Expenses, provision for the payments required
to be made to the Renewal and Replacement Account, provided that such payments shall in the aggregate at least
equal the amount described beloiv. Such preliminary budget and any Annual Budget may set forth such additional
material as the City and County or the Department may determine.
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Except as described below, on or before the 15th day of each such Fiscal Year, the City and County
must finally adopt the Annual Budget for such year. The City and County may at any time adopt an amended Annual
Budget for the remainder of the then current Fiscal Year. Copies of the Annual Budget and of any amended Annual
Budget are to be made available for inspection by the Bondholders and are to be sent to each Rating Agency.

If for any reason the City and County does not adopt the Annual Budget before the 15th dny of any
Fiscal Year, the budget for the preceding Fiscal Year is deemed to be in effect for such Fiscal Year until the Annual
Budget forsuch Fiscal Year is adopted. For any purpose of computation under the provisions of the Bond Resolution,
the budget for the preceding year is deemed to have been adopted for any Fiscal Year until the Annual Budget for
such year is adoptcd.

Every preliminary budget, Annual Budget and amended Annual Budget must: (i) set forth in
reasonable detail amounts required for repair, replacement or reconstruction of the ~Vastewater System and major or
extraordinary repairs, renewals or replacements of the Wastewater System, if any, for the period to be covered by such
budget; (ii) specify the amounts to be deposited in the Renewal and Replacement Account, the Subordinate Obligation
Account (including the Third Lien Obligation Subaccount therein), the Reimbursable Obligation Account and the
Wastewater General Account, and the amounts to be maintained in the Sewer Fund for working capital and operating
reserves and in the Rate Stabilization Account for rate stabilization purposes, ifany, for such purposes for such period,
(iii) specify the amounts to be transferred from the Wastewater General Account to the Rate Stabilization Account
and to oilier Funds and Accounts; and (iv) project the amounts required for ~ucli purposes for the next five Fiscal
Years in such format as the Director of Environmental Services may determine. A copy of each such report is to be
filed and maintained in the records of the City and County.

Events of Default

Each olthe following events constitutes an Event of Default under the Bond Resolution:

(a) if payment of the principal and Redemption Price, if any, of any Bond,
is not punctually made when due and payable, whether at the stated maturity thereof or upon
proceedings for the redemption thereof (whether by voluntary redemption or a mandatory sinking
fund redemption or otherwise);

(b) if payment of the interest on any Bond is not punctually made when due;

(c) if the provisions of any Series Resolution with respect to mandatory
Sinking Fund Installment payments or the redemption of Term Bonds therefrom, as the case niay
be, are not punctually complied with at the time and in the manner specified in such Series
Resolution;

(d) if the City and County or the Department fails to duly and punctually
perform or observe any other of the covenants, agreements or conditions contained in the Bond
Resolution or in the Bonds, on the part of the City and County or the Department to be performed,
and such thilure continues for 90 days after written notice thereof from the Holders of not less than
20% of the Bonds then Outstanding; provided that, if such failure is such that it cannot be corrected
within such 90-day period, it will nol constitute an Event of Default ifcorrective action is instituted
within such period and diligently pursued until the failure is corrected;

(e) if the City and County: (ijadmits in writing its mobility to pay its debts
generally as they become due; or (ii) files a petition in bankruptcy or seeking a composition of
indebtedness under the provisions of any Federal or state bankruptcy or similar law; or (iii) makes
an assignment for the benefit of its creditors; or (iv) files a petition or any answer seeking relief
under the provisions of any Federal or state bankruptcy or similar law; or (v) consents to the
appointment of a receiver of the whole or any substantial port of the Wastewater System; or (vi)
consents to the assumption by any court of competent jurisdiction under the provisions of any other
law for the relief or aid of debtors of custody or control of the City and County or the Department,
or of the whole or any substantial pan of the Wastewater System; and
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(fl if a default occurs under the First Bond Resolution.

Notice to Bondholders of Event of Default -

Immediately after the occurrence of an Event of Default or within 30 days after any Paying Agent
knows ofany oilier Event of Default, the Paying Agent or Paying Agents shall give notice ofall such Events ofDefatilt
to the Bondholders, all other Paying Agents and Support Facility Providers, and each Rating Agency, in the manner
as provided for in the Bond Resolution, unless such Events of Default shall have been cured before the giving of such
notice.

Acceleration of Bonds; Rights of Insurers

[fan Event of Default shall happen and shall not have been remedied, then and in every such case
the Holders of not less than 25% in principal amount of the Bonds then Outstanding, by notice in writing to the City
and County and the Director of Budget and Fiscal Services, may declare the principal of all the Bonds then
Outstanding, and the interest accrued thereon, to be due and payable immediately, and upon any such declaration the
same shall become and be immediately due and payable. The right of the Holders of not less than 25% in principal
amount of the Bonds then Outstanding to make any such declaration, however, shall be subject to the condition that
if, at any Lime after such declaration, but before the Bonds shall have matured by their terms, all overdue installments
of interest upon the Bonds, together with interest on such overdue installments of interest to the extent permitted by
law and all other s~:ms then payable by the City and County under the Bond Resolution (except the principal of, and
interest accrued since the next preceding interest date on, the Bonds due and payable solely by virtue of such
declaration) shall either be paid by or for the account of the City and County or provision satisfactory to the Holders
of a majority in principal amount of the Bonds then Outstanding shall be made for such payment, and all defaults
uhder the Bonds or under the Bond Resolution (other than the payment ofprincipal and interest due and payable solely
by reason of such declaration) shall be cured or be secured to the satisfaction of the Holders of a majority in principal
amount of the Bonds then Outstanding or provision deemed by such 1-lolders of the Bonds to be adequate shall be
made tlierefor, then and in every such case the l-lolders of at least a majority in principal amount of the Bonds then
Outstanding, by written notice to the City and County, may rescind such declaration and annul such default in its
entirety, but no such rescission shall extend to or affect any subsequent default or impair or exhaust any resulting right
or power.

The bond insurers for all Outstanding Bonds have certain consent rights in connection with any
default which may constrain the rights of the Holders described above.

Inspection of Hooks and Records; the City and County to Account as Trustee for Express Trust

The City and County covenants that if an Event of Defatilt shall have happened and shall not have
been remedied, the books of record and account of the Department relating to the Wastewater System and all other
records relating thereto shall at all times be subject to the inspection and use of the Holders ofat least 25% in principal
amount of the Bonds then Outstanding and of their respective agents and attorneys or of any committee therefor.

The City and County covenants that if an Event of Default shall have happened and shall not have
been remedied, the City and County will continue to account, as a trustee of an express trust, for all Revenues and
other moneys, securities and funds pledged under the Bond Resolution.

Application of Revenues in an Event of Default

During lhe continuance of an Event of Default as described in items (a) through (c) of the Events of
Default described above or ofany other Event ofDethult resulting in an Event of DelimIt described in items (a) through
(c) of the Events of Defhult described above, the Revenues received by a receiver appointed pursuant to the Bond
Resolution as the result of the taking of possession of the business and properties of the Wastewater System, are to be
applied by the receiver: first, to the payment of all necessary and proper Operation and Maintenance Expenses of the
~Vastewater System and all, other proper disbursements or liabilities made or incurred by the receiver; second, to the
then due and overdue payments into the Debt Service Subaccount, including the making up of deficiencies therein;
and last, for any lawful purpose in connection with the ~Vastewater System.
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In the event that at any time the funds held by the receiver are insufficient for the payment of the
principal and Redemption Price (if any) of, and interest then due on, the Bonds, such funds (other than funds held for
the payment or redemption of particular Bonds or coupons) and all Revenues of the Department and other of its
moneys received or collected for the benefit or for the account of Holders ofthe Bonds by the receiver are to be applied
as follows:

(I) Unless the principal of all of the Bonds shall have become due and
payable,

First, to the payment of all necessary and proper Operation and Maintenance
Expenses of the Wastewater System and all other proper disbursements or liabilities made or
incurred by the receiver;

Second, to the payment to the persons entitled thereto ofall installments of interest
then due (including any interest on overdue principal) in the order of the maturity of such
installments, earliest maturities first, and if the amounts available shall not be sufficient to pay in
full any installment or installments of interest maturing on the same date, then to the payment thereof
ratably, according to the amount due thereon, to the persons entitled thereto, without any
discrimination or preference; and

Third, to the payment to the persons entitled thereto of the principal and premium,
if any, due and unpaid upon the Bonds at the time of such payment without preference or priority of
any Bond over any other Bonds, ratably, according to the amounts due respectively for principal
and redemption premium, without any discrimination or preference.

(2) If the principal of all of the Bonds shall have become due and payable,

First, to the payment of all necessary and proper Operation and Maintenance
Expenses of the Wastewater System and all other proper disbursements or liabilities made or
incurred by the receiver;

Second, to the payment of the principal and interest then due and unpaid upon the
Bonds without preference or priority of principal over interest or of interest over principal, or of any
installment of interest over any other installment of interest, or of any Bond over any other Bonds,
ratably, according to the amounts due respectively for principal and interest, to the persons entitled
thereto without any discriniination or preference.

Whenever nioneys are to be applied as described in the foregoing paragraphs, such moneys shall be
applied by the receiver at such times, and from time to time, as it in its sole discretion shall determine, having due
regard to the amount of such moneys available for application and the likelihood of additional moneys becoming
available for such application in the future.

If and whenever all overdue installments of interest on all Bonds, together with the reasonable and
proper charges, expenses, and liabilities of the Holders of the Bonds, their respective agents and attorneys, and all
other sums payable by the City and County under the Bond Resolution including the principal and Redemption Price
(if any) of all Bonds which shall then be payable, shall either be paid in full by or for the account of the City and
County or provision satisfactory to the receiver shall be made for such payment, and all defaults under the Bond
Resolution or the Bonds shall be made good and secured to the satisfaction ofthe receiver or provision deemed by the
receiver to be adequate therefor, the receiver shall pay over to the Department all of its moneys, securities, funds and
Revenues then remaining unexpended iii the hands of the Bondholders’ Committee (except moneys. securities, funds
or Revenues deposited or pledged, or required by the terms of the Bond Resolution to be deposited or pledged, with
the Director of Budget and Fiscal Services), control of the business and possession of the property of the Department
shall be restored to the Department, and thereupon the City and County shall be restored to its former positions and
rights under the Bond Resolution, and all Revenues shall thereafler be applied as provided for in the Bond Resolution.
No such payment over to the Department by the receiver or resumption of this application of Revenues as provided in
the Bond Resolution, shall extend to or affect any subsequent default under the Bond Resolution or impair any right
consequent thereon.
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Suits at Law or Equity and Mandamus and Appointment of a Receiver

If an Event of Default shall happen and shall not have been remedied, then and in every such case,
but subject to the provisions, limitations and conditions as set forth in the Bond Resolution, the I-folder of any Bond
at the time Outstanding shall be entitled, for the equal benefit and protection of all Holders of the Bonds similarly
situated to proceed, protect and enforce the rights vested in such Holder by the Bond Resolution by such appropriate
judicial proceeding as such Holder shall deem most effectual to protect and enforce any such right, either by suit in
equity or by action of law, whether for the specific performance of any covenant or agreement contained in the Bond
Resolution, or in aid of the exercise of any power granted in the Bond Resolution, or to enforce any other legal or
equitable right vested in the Holders of Bonds by the Bond Resolution or by law; provided, however, that nojudicial
proceeding shall be brought seeking the appointment of a receiver to take possession of the Wastewater System or to
manage, receive and apply the Revenues unless the Holders of not less than a majority in principal amount of the
Bonds then Outstanding or a Bondholders’ Committee representing the Holders ofnot less than a majority in principal
amount of the Bonds then Outstanding shall havejoined in or consented to such proceeding.

Bondholders’ Committee

If an Event of Default shall happen and shall not have been remedied, the Holders of not less than
25% in principal amount of the Bonds then Outstanding may call a meeting of the Holders of Bonds for the purpose
of electing a Bondholders’ Committee. Such meeting shall be called and proceedings thereat shall be conducted as
provided for other meetings of Bondholders pursuant to the Bond Resolution. At such meeting the Holders of not less
than a majority of the principal amount of the Bonds then Outstanding must be present in person or by proxy in order
to constitute a quorum for the transaction of business, less than a quorum, however, having power to adjourn from
time to time without any notice other than that required by the Bond Resolution. A quorum being present at such
meetine, the Bondholders present in person or by proxy may, by the votes cast by the 1-lolders of a majority in principal
amount of Lhe Bonds so present in person or by proxy, elect one or more persons who may or may not be Bondholders
to the Bondholders’ Cotuntittee which shall act as trustee for all Bondholders. The Bondholders present in person or
by proxy at said meeting, or at any adjourned meeting tliereof shall prescribe the manner in which the successors of
the persons elected to the Bondholders’ Committee at such Bondholders’ meeting shall be elected or appointed, and
may prescribe rules and regulations governing the exercise by the Bondholders’ Committee of the power conferred
upon it, and may provide for the termination of the existence of the Bondholders’ Committee.

Bondholders May Direct Proceedings; Rights of Insurers

The Holders of not less than a majority in principal amount of the Bonds at the time outstanding are
authorized and empowered: (I) to direct the time, method, and place of conducting any proceeding for any remedy
available to the holders of the Bonds; or (2) on behalf of the holders of the Bonds then outstanding, to consent to the
waiver of any Event of Default or its consequences. No waiver or rescission shall extend to any subsequent or other
default, or impair any right consequent thereon.

The bond insurers for all Outstanding Bonds have certain consent rights in connection with any
default which may constrain the rights of the Holders described above.

Ahandonment of Proceedings; Adverse Determination

No delay or omission of any Holder of Bonds to exercise any right or power arising upon the
occurrence of a default under the Bond Resolution, including an Event of Default, shall impair any right or power or
shall be construed to be a waiver of any such default or to be an acquiescence therein. Every power and remedy given
by the Bond Resolution to the Holders of Bonds may be exercised from time to time and as often as may be deemed
expedient by such Holders.

In case the Holders of the Bonds or a Bondholders’ Committee formed pursuant to the Bond
Resolution shall have proceeded to enforce any right under the Bond Resolution and such proceedings shall have been
discontinued or abandoned for any reason, or shall have been deterniiaed adversely to the Holders of the Bonds or
such Bondholders’ Committee, then and in every such case the City and County, and the Holders of the Bonds shall
be restored to their former positions and rights under the Bond Resolution, and all rights, remedies and powers of the
Holders of the Bonds shall continue as if no such proceedings had been taken.
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Remedies Subject to Rights of Ilolders of First Resolution Obligations

The Bond Resolution eNpressly limits the right of holders of the Bonds as described below.

(A) In the event of any insolvency or bankruptcy proceedings, and any receivership,
liquidation, reorganization or oilier similar proceedings in connection therewith, relative to the City and County or the
Department, orto property of the City and County orthe Department, and in the event of any proceedings for voluntary
liquidation, dissolution or other winding up of the City and County or the department; the Holders of all First
Resolution Obligations then outstanding shall be entitled to receive payment in full of all principal and interest on all
such First Resolution Obligations before the holders of the Bonds are entitled to receive any payment from the trust
estate under the First Bond Resolution consisting of the Net Revenues and funds held under the First Bond Resolution
(hereinafter referred to as the “Trust Estate”) on account of principal (and premium, if any) or interest on the Bonds.

(B) In the event that any issue of Bonds is declared due and payable before its expressed
maturity because of the occurrence ofan event of default (under circumstances when the provisions of(A) above shall
not be applicable), the Holders of all First Resolution Obligations outstanding at the time such Bonds so become due
and payable because of such occurrence of such an event of default shall be entitled to receive payment in full of all
principal and interest on all such First Resolution Obligations before the holders of the Bonds are entitled to receive
any accelerated payment rrom the Trust Estate of principal (and premium, if any) or interest on the Bonds.

(C) If any event of default with respect to the First Resolution Obligations shall have occurred
and be continuing (under circumstances when the provisions of(A) above shall nol be applicable), the Holders of all
First Resolution Obligations then outstanding shall be entitled to receive payment in full of all principal and interest
on all sttch First Resolution Obligations before the holders oftite Bonds are entitled to receive any accelerated payment
from the Trust Estate of principal (and premium, if any) or interest on the Bonds.

(D) No First Resolution Obligation holder shall be prejudiced in Itis right to enforce
subordination of the Bonds by any act or failure to act on the part of the City and County.

(E) The provisions of (A), (B), (C) and (D) above are solely for the purpose of defining the
relative rights of the First Resolution Obligation holders on the one hand, and the holders of Bonds on the other hand,
and nothing in the Bond Resolution shall impair, as between the City and County and the owners of the Bonds, the
obligatioti of the City and County to pay to the owners thereof the principal thereof and premium, if any, and interest
thereon in accordance with its terms, tior shall anything therein prevent the hold&s of the Bonds from exercising all
remedies otherwise permitted by applicable law or under the Bond Resolution upon default thereunder, subject to the
rights under (A), (B), (C) and (B) above of the Holders of First Resolution Obligations to receive cash, property or
securities othenvise payable or deliverable to the holders of the Bonds. Insofar as a trustee or paying agent for the
Bonds is concerned, the foregoing provisions shall not prevent the application by such trustee or paying agent of any
moneys deposited with such trustee or paying agent for the purpose of the payment of or on account of the principal
(and premium, if any) and interest on such Bonds if sttch trustee or paying agent did not have knowledge at the time
of such application that such payment was prohibited by the foregoing provisions.

Amending and Supplementing of Resolution; Rights of Insurers

lnwnding and Supplementing of Resolution If’ithoul Consent of Holders of Bonds. The City and
County, from tinie to time and at any lime and without the consent or concurrence of any Holder of any Bond, may
adopt a Series Resolution (i) for the purpose of providing for the issuance of Bonds pursuant to the provisions as set
forth in the Bond Resolution; (ii) to make any changes, modifications, amendments or deletions to the Bond Resolution
which may be required to permit the Bond Resolution to be qualified under the Trust Indenture Act of 1939 of the
United Slates of America; or (iii) if the rights of the Holders of the Bonds then Outstanding shall not be materially
adversely affected thereby, a Supplemental Resolution (herein defined and referred to as a “Supplemental Resolution”)
for any one or more of the following purposes:

to make any changes or corrections in the Bond Resolution as to which the City
and County shall have been advised by counsel that the same are verbal corrections or changes or are required
for the purpose of curing or correcting any ambiguity or defective or inconsistent provision or omission or
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mistake or manifest error contained in the Bond Resolution, àr to insert in the Bond Resolution such
provisions claril~’ing matters or questions arising under the Bond Resolution as are necessary or desirable;

2. to add additional covenants and agreements ofthe City and County forthe purpose
of further securing the payment of the Bonds;

3. to surrender any right, power or privilege reserved to or conferred upon the City
and CounLy by the terms ofthe Bond Resolution;

4. to confirm as further assurance any lien, pledge or charge, or the subjection to any
lien, pledge, or charge, created or to be created by the provisions of the Bond ResolLition;

5. to grant to or to confer upon the Holders of the Bonds any additional rights,
remedies, powers, atithority or security that lawfully may be granted to or conferred upon them; and

6. to modify in any other respect any of the provisions of the Bond Resolution.

Except for Series Resolutions authorizing the issuance of Bonds pursuant to the Bond Resolution,
the City and County shall not adopt any Supplemental Resolution authorized by the foregoing provisions of the Bond
Resolution uitless in the Opinion of Counsel the adoption of such Supplemental Resolution is permitted by the Bond
Resolution and the provisions of such Supplemental Resolution do not materially adversely affect the rights of the
Holders of the Bonds then OutsLanding.

Amendment of Resolution filth Conse,# ofholders of (lie Bonds, With the consent of the Holders
of not less than a majority of the Bonds then Outstanding and with written consent of each Support Facility Provider,
the City and County from time to time and at any time may adopt a resolution amendatory of or supplemental to the
Bond Resolution for the purpose of adding any provisions to, or changing in any manner or eliminating any of the
provisions of; the Bond Resolution, or modifying or amending the rights and obligations of the City and County
thereunder, or modifying or amending in any manner (he rights of the Holders of the Bonds then Outstanding, For
purposes of the preceding sentence, the written consent of each Support Facility Provider providing a Support Facility
for any Bonds shall constitute consent of the Holders of such Bonds.

Without the specific consent of the Holder of each such Bond which would be affected thereby, no
Supplemental Resolution amending or supplementing the provisions of the Bond Resolution shall: (I) change the
fixed maturity date for the payment ofthe principal of any Bond or the dates for the payment of interest thereon or the
terms of the redemption thereof; or reduce the principal amount of any Bond or the rate of interest thereon or the
Redemption Price (or the redemption premium) payable upon the redemption or prepayment thereof; or (2) reduce the
aforesaid percentage of Bonds, the Holders ofwhich are required to consent to any Supplemental Resolution amending
or supplementing the provisions of the Bond Resolution; or (3) give to any Bond or Bonds any preference over any
other Bond or Bonds secured by the Bond Resolution; or (4) authorize the creation of any pledge of the Revenues and
other moneys pledged under the Bond ResolLition, prior, superior or equal to the pledge of and lien and charge thereon
created in the Bond Resolution for the payment of the Bonds except to the extent provided in (he Bond Resolution; or
(5) deprive any Holder of the Bonds in any material respect of the security afforded by the Bond Resolution; provided
further, however, that without the specific consents of the Holders of not less than a majority in principal amount of
the Term Bonds then Outstanding and affected thereby, no Supplemental Resolution amending or supplementing the
provisions of the Bond Resolution shall (a) change the amount of any Sinking Fund Installments for the retirement of
Term Bonds or the due dates of such installments or the terms for the purchase or redemption thereof from such
installments, or (b) reduce the aforesaid percentage of Term Bonds, the Holders of which are required to consent to
any stich Supplemental Resolution, (Nothing in thus paragraph contained, however, shall be construed as making
necessary the approval of the Holders of the Bonds of the adoption of any Supplemental Resolution). A modification
or amendment with respect to the Sewer Fund or the Debt Service Subaccount or Common Reserve Subaccount or
any Separate Series Reserve Subaccount therein shall not be deemed a change in the terms of payments; provided that
no such modification or amendment shall, except upon the consent of the Holders of all Bonds then outstanding
affected thereby, reduce the amount or amounts reqLtired to be credited to the Debt Service Subaccount or Common
Reserve Subaccount or any Separate Series Reserve Subaccount or their respective successor.

The proof of the giving of any consent of any [folder required and of the holding of Bonds for the
purpose of giving consents shall be made in accordance with the Bond Resolution. It shall not be necessary that the
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consents of the Holders of the Bonds approve the particular form of wording of the proposed amendment or
supplement or of the Supplemental Resolution affecting such amendment or supplement, but it shall be sufficient if
such consents approve the substance of the proposed amendment or supplement. A record, consisting of the papers
required by the Bond Resolution, shall be proof of the matters therein stated until the contrary is proved. No action
or proceeding to set aside or invalidate such Supplemental Resolution or any of the proceedings for its adoption shall
be instituted or maintained unless such action or proceeding is commenced within 60 days after the publication and
mailing ofthe notice required by the Bond Resolution.

The City and County shall furnish a notice of each amendment or supplement and a copy of the
Supplemental Resolution effecting such amendment or supplement to each rating agency which has rated the Bonds
at least 15 days prior to the effective day of the Supplemental Resolution.

Discharge of Liens and Pledges; Bonds No Longer Outstanding anti Deemed to be Paid

Except as other-wise provided in the Bond Resolution with regard to Option Bonds, the obligations
of the City’ and County under the Bond Resolution and the liens, pledges, charges, trusts, covenants and agreements
of the City and County made or provided for in the Bond Resolution, shall be fully discharged and satisfied as to any
Bond and such Bond shall no longer be deemed to be Ouistanding Under the Bond Resolution:

(i) when such Bond shall have been canceled, or shall have been surrendered for
cancellation or is subject to cancellation, or shall have been pur8hased by or behalf of the City and County
from moneys held under the Bond Resolution; or

(ii) as to any Bond not canceled or surrendered for cancellation or subject to
cancellation or so purchased, when payment of the principal and redemption price (if any) ofsuch Bond, plus
interest on such principal to the due date thereof (whether such due date be by reason of maturity or upon
redemption or prepayment, or otherwise) either (a) shall have been made or caused to be made in accordance
with the terms thereol or (b) shall have been provided for by irrevocably depositing with the Paying Agent
for such Bond, in trust, and irrevocably appropriating and setting aside exclusively for such payment, either
(I) moneys sufficient to make such payment or (2) noncallable Refunded Municipal Obligations or
noncallable Investment Securities described in item (i) of the definition of Investment SecLirities as set forth
in the Bond Resolution, maturing as to principal and interest in such amount and at such times as will insure,
together with any cash deposit, the availability of sufficient moneys to make such payment, whichever the
City and County deems to be in its best interest and as verified by an independent nationally recognized firm
of certified public accountants in a report delivered to the City and County and the Director of Budget and
Fiscal Sen’ices, and all necessary and proper fees, compensation and expenses ofthe Director of Budget and
Fiscal Services and the Paying Agents pertaining to the Bond with respect to which such deposit is made
shall have been paid or the payment thereof provided for to the satisfaction of the Director of Budget and
Fiscal Services and said Paying Agents.

At such time as a Bond shall be deemed to berm longer Outstanding under the Bond Resolution, as
aforesaid, such Bond, except for the purposes of any payment from such moneys, Refunded Municipal Obligations or
Investment Securities, shall no longer be secured by or entitled to the benefits of the Bond Resolution.

Notwithstanding the foregoing, in the case of a Bond which is to be redeemed or otherwise prepaid
prior to its stated maturity, no deposit under clause (b) of subparagraph (ii) of the second preceding paragraph above
shall constitute such payment, discharge and satisfaction as aforesaid until such Bond shall have been irrevocably
designated for redemption or prepayment and proper notice of such redemption or prepayment shall have been
previously given in accordance with the Bond Resolution or provision shall have been irrevocably made for the giving
of such notice.

Any such moneys so deposited with the Paying Agents for the Bonds as piovided in the Bond
Resolution may at the direction of the City and County also be invested and reinvested in Investment Securities,
maturing in the amounts and times as set forth in the Bond Resolution. All income from all Refunded Municipal
Obligations and Investment Securities in the hands of the Paying Agents which is not required for the payment of the
Bonds and interest and premium thereon with respect to which such moneys shall have been so deposited, shall be
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paid to the City and County for deposit in the Sewer Fund free and clear of any trust, lien, security interest, pledge or
assignment securing any Bonds or otherwise existing under the Bond Resolution.

All moneys, Refunded Municipal Obligations or Investment Securities set aside and held in trust
pursuant to the provisions of the Bond Resolution for the payment of Bonds (including interest and premium thereof;
if any) shall be applied to and used solely for the payment of the particular Bond (including interest and premium
thereof, if any) with respect to which such moneys and Investment Securities have been so set aside in trust.

IC moneys, Refunded Municipal Obligations or Investment Securities have been deposited or set
aside with a Paying Agent pursuant to the Bond Resolution for the payment of a specific Bond and such Bond is
deemed to have been paid and to be no longer Outstanding under the Bond Resolution as provided in the defeasance
provisions of the Bond Resolution, but such Bond has not in fact been actually paid in Cull, no amendment to the
defeasance provisions of the Bond Resolution may be made without the consent of the Holder of each Bond affected
thereby.

The City and County may at any time surrender to a Paying Agent for a Series of Bonds for
cancellation by it any Bonds of such Series previously executed and delivered, which the City and County may have
acquired in any manner whatever, and such Bonds upon such surrender for cancellation shall be deemed to be paid
and no longer Outstanding under the Bond Resolution.
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APPENDIX C

BOOK-ENTRY SYSTEM

The information in this Appendix C concerning The Depository Trust Company (“DTC”), New
York, New York, and DTC’s book-entry system has been obtained from DTC and neither the City and County nor the
Underwriters takes responsibility for the completeness or accuracy thereof Neitherthe City and County nor the
Undenvriters can or does give any assurances that DTC, DTC Participants or Indirect Participants will distribute to
the Beneficial Owners (a) payments of interest, principal or premium, if any, with respect to the Series 2018 Bonds,
(b) certificates representing ownership interest in or other confirmation orownership interest in the Series 2018 Bonds,
or (c) redemption or other notices sent to DTC or Cede & Co., its nominee, as the registered owner of the Series 2018
Bonds, or that they will so do on a timely basis, or that DTC, DTC Participants or DTC Indirect Participants will act
in the manner described in this Appendix. The current “Rules” applicable to DTC are on file with the Securities and
Exchange Commission and the current “Procedures” of DTC to be followed in dealing with DTC Participants are on
file with DTC.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the
Series 2018 Bonds. The Series 2018 Bonds will be issued as fully-registered securities registered in the name of Cede
& Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative of DTC.
One fully—registered security certificate will be issued for each maturity of each series olthe Series 2018 Bonds, each
in the aggregate principal amount of such maturity, and will be deposited with DTC. lI~ however, the aggregate
principal amount of any series and maturity exceeds 5500 million, one certificate will be issued with respect to each
5500 million of principal amoutit, and an additional certificate will be issued with respect to any remaining principal
amount of such series and maturity.

DTC and Its Participants. DTC, the world’s largest securities depository is a limited-purpose trust
company organized under the New York Banking Law, a “banking organization” within the meaning of the New York
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section I 7A of the
Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and
non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from over TOO countries)
that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement
among Direct Participants of sales and other securities transactions in deposited securities, through electronic
computerized book-entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for
physical movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of winch are registered clearing
agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also available to
others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing corporations
that clear through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants”). DTC has a Standard & Poor’s rating of AA+. The DTC Rules applicable to its Participants are on file
with the Securities and Exchange Commission. More information about DTC can be found at www.dtce.com and
www.dtc.org.

Purchase qf Ownershp Interest. Purchases of the Series 2018 Bonds under the DTC system must
be made by or through Direct Participants, which will receive a credit for the Series 2018 Bonds on DTC’s records.
The ownership interest of each actual purchaser of each Security (“Beneficial Owner”) is in turn to be recorded on the
Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant through which the
Beneficial Owner entered into the transaction. Transfers of ownership interests in the Series 2018 Bonds are to be
accomplished by entries made on the books of Direct and Indirect Participants acting on behalfof Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interests in the Series 2018 Bonds, except
in the event that use of the book-entry system for the Series 2018 Bonds is discontinued.
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To facilitate subsequent transfers, all Series 2018 Bonds deposited by Direct Participants with DTC
are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of the Series 2018 Bonds with DTC and their registration in the name
of Cede & Co. or such other DTC nominee do not affect any change in beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Series 2018 Bonds; DTC’s records reflect only the identity of the Direct
Participants to whose accounts such Series 2018 Bonds are credited, which may or may not be the Beneficial Owners.
The Direct and Indirect Participants ~vill remain responsible for keeping account of their holdings on behalf of their
customers.

Notices. Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be
governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect from
time to time.

Redemption notices shall be sent to DTC. If less than all of the Series 2018 Bonds within a series
and maturity are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct
Participant in such series and maturity to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the
Series 2018 Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its
usual procedures, DTC mails an Omnibus Proxy to the City and County as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts the
Series 2018 Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payments. Principal, redemption proceeds, distributions, arid interest payments on the Series 2018
Bonds will be made to Cede & Co., or such other nominee as may be requested by an authorized representative of
DTC. DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of finds and corresponding detail
information from the City and County or Paying Agent, on payable date in accordance with their respective holdings
shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or registered
in “street name,” and will be the responsibility of such Participant and not of DTC, Paying Agent or the City and
County. subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of
redemption proceeds, distributions, and dividend payments to Cede & Co. (or such other nominee as may be requested
by an authorized representative of DTC) is the responsibility of the City and County or Paying Agent, disbursement
of such payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners will be the responsibility of Direct and Indirect Participants.

Discontinuance q[Book-Lnnj’Siwtem. DTC may discontinue providing its services as depository
with respect to the Series 2018 Bonds at any time by giving reasonable notice to the City and County or the Paying
Agent. Under such circumstances, in the event that a successor depository is not obtained, Security certificates are
required to be printed and delivered.

The City and County may decide to discontinue use of the system of book-entry-only transfers
through DTC (or a successor securities depository). In that event, Bond certilicates will be printed and delivered.
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APPENDIX D

PROPOSED FORM OF CONTINUING DISCLOSURE CERTIFIC4TE

This Continuing Disclosure Certificate (the “Disclosure Certificate”) is executed and delivered by the City
and County ofl-lonolulu, Hawaii (the “City and County”) in connection with the issuance of$000,000,000 Wastewater
System Revenue Bonds Senior Series 2018A, $000,000,000 ~Vastewater System Revenue Bonds Senior Series 201 SB,
$000,000,000 Wastewater System Revenue Bonds Senior Series 2018C, $000,000,000 Wastewater System Revenue
Bonds Senior Series 2018D and $000,000,000 Wastewater System Revenue Bonds Junior Series 2018A (the
“Bonds”). The Bonds are being issued pursuant to Chapter 49, Hawaii Revised Statutes, and the Revised Charter of
the City and County of Honolulu, as amended (collectively, the “Act”), and the proceedings of the City Council,
including Resolution No.98-193, CDI,as amended and supplemented by Resolution No.06-266, CDI and Resolution
No. 10-283 (First Bond Resolution), and Resolution No. 98-195, CDI, as amended and supplemented by Resolution
No. 06-265, CDI and Resolution No. 10-284 (Second Bond Resolution), and the applicable Series Resolutions
relating to the Bonds, and Certificates of the Director of Budget and Fiscal Services of the City and County,
acknowledged and agreed to by the Director of Environmental Services of the City and Cotinty both dated
________________ 2017 (collectively the “Certificate”). The City and County covenants and agrees as follows:

Section I. Purpose of the Disclosure Cerrjficate. This Disclosure Certificate is being executed and
delivered by the City and County for the benefit of the holders and Beneficial Owners of the Bonds and in order to
assist the Participating Underwriters in complying with Securities and Exchange Commission Rule 15c2-12(b)(5) (the
“Rule”).

Section 2. Definitions. In oddition to the definitions set forth in the Certificate, which apply to any
capitalized term used in this DisclosLire Certificate unless otherwise defined in this Section, the following capitalized
terms shall have the following meanings:

“A,mna! Report” means any Annual Report provided by the City and County ptirsuant to, and as described
in, Sections 3 and 4 of this Disclosure Certificate.

“Iienejiciul Owner” means ony person which (a) has or shares the power, directly or indirectly, to vote or
consent with respect to, to make investment decisions concerning the ownership of; or to dispose of ownership of; any
Bonds (including persons holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as
the owner of any Bonds for federal income tax purposes.

“Departnwnt” means the Department of Environmental Services of the City and County.

‘DLcsensination Agent” means the City and County, or any successor Dissemination Agent designated in
writing by the City and County and which has filed with the City and County a written acceptance ofsuch designation.

“Listed Events” means any of the events listed in Section 5(a) or (b) of this Disclosure Certificate.

“MS/tB” means the Municipal Securities Rulemaking Board or any other entity designated or authorized by
the Securities and Exchange Commission to receive reports pursuant to the Rule. Until otherwise designated by the
MSRB or the Securities and Exchange Commission, filings with the MSRB are to be made through the Electronic
Municipal Market Access (EMMA) website of the MSRB, currently located at http:J/einnia,nisrb.oi’g,

“Official &atemeni” shall mean the Official Statement, dated __________________, 2018, prepared and
distributed in connection with the initial sale of the Bonds.

‘Participating Undenv,’ittn’s” means any of the original underwriters of the Bonds required to comply with
the Rule in connection with the offering of the Bonds,

“Rule’ means Rule 15c2-l2(b)(5) adopted by the Securities and Exchange Commission under the Securities
Exchange Act of 1934, as the same may be amended from time to time.
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Section 3. Provision ofAnnun! Reports.

(a) The City and County shall, or shall cause the Dissemination Agent to, not later than 270 days after
the end of each fiscal year of the City and County (presently June 30), commencing with the report for the fiscal year
ending June 30,2018, provide to the MSRB an Annual Report that is consistent with the requirements of Section 4 of
this Disclosure Certificate. The Annual Report must be submitted in electronic format, accompanied by such
identifying information as is prescribed by the tvlSRB, and may cross-reference other information as provided in
Section 4 of this Disclosure Certificate. If the City and County’s fiscal year changes, the City and County. upon
becoming aware of such change, shall give notice of such change in the same manner as for a Listed Event under
Section 5(c),

(b) In a timely manner prior to the date set forth in subsection (a) above, the City and County shall
provide the Annual Report to the Dissetnination Agent (if other than the City and County). If the City and County is
unable to provide to the MSRB an Annual Report by the date required in subsection (a), the City and County shall
send a notice to the MSRB in substantially the form attached as Exhibit A. The audited financial statements of the
Department may be submitted separately from the balance ofthe Annual Report and later than the date required above
for the filing of the Annual Report if they are not available by that date.

(c) The Dissemination Agent shall (if the Dissemination Agent is other than the City and County) file
a report with the City and County certifying that the Annual Report has been provided pursuant to this Disclosure
Certificate, stating the date it ‘vas provided to the £vISRB.

Section 4. Content of,f,rintu! Reports.

(a) The Annual Report shall contain or incorporate by reference the following information:

(i) Audited financial statements of the Department for the prior fiscal year, prepared in accordance with
generally accepted accounting principles as promulgated to apply to governmental entities from time to time by the
Governmental Accounting Standards Board. if the Department’s audited financial statements are not available by the
time the Annual Report is required to be provided to the MSRB pursuant to Section 3(a), the Annual Report shall
contain unaudited financial statements in a format similar to the financial statements contained in the Official
Statement relating to the Bonds, and the audited financial statements shall be provided to the MSRB in the same
manner as the Annual Report when they become available;

(ii) Budgeted revenues and expenditures of the Department for the current fiscal year;

(iii) To the extent not provided in the audited financial statements, historical information of the type
shown in Tables 23 and 24 of the Official Statement, entitled ‘Department of Environmental Services Sewer Fund
Enterprise Fund Statement of Revenues, Expenses and Charges in Retained Earnings (Deficit)” and “Department of
Environmental Services Sewer Fund Enterprise Fund Balance Sheet,” respectively; and

(iv) To the extent not provided in the audited financial statements, historical information of the type
shown in Tables 21 and 22 of the Official Statement, entitled “Outstanding Wastewater Revenue Bonds” and
“Revenue Bond Debt Service Requirements,” respectively.

(b) Information contained in an Annual Report for any fiscal year containing any modified operating
data or financial information for such fiscal year shall explain, in narrative form, the reasons for such modification
and the effect of such modification on the Annual Report being provided for such fiscal year. If a change in accounting
principles is included in any such modification, such Annual Report shall present a comparison between the financial
statements or information prepared on the basis of modified accounting principles and those prepared on the basis of
Ibrmer accounting principles.

Any or all olthe items above may be included by specific reference to other documents, including official
statements of debt issues of the City and County or related public entities, which have been made available to the
public on the MSRB’s tvebsite. The City and County shall clearly identify each such other document so included by
reference.
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If the inclusion or format of the information referenced above is changed in any future official statement,
thereafter the Annual Report shall instead contain or include by reference information of the type included in that
official statement as so changed or if different the type of equivalent information included in the City and County’s
most recent official statement.

Section 5, Reporting ofSignificant Events.

(a) Pursuant to the provisions of this SectionS, the City and County shall give, or cause to be given, notice
of the occurrence of any of the following events with respect to the Bonds:

i. Principal and interest payment delinquencies;

ii. Unscheduled draws on debt service reserves reflecting financial difficulties;

iii. Unscheduled draws on credit enhancements reflecting financial difficulties;

iv. Substitution of credit or liquidity providers, or their failure to perform;

v. Issuance by the Internal Reventie Service of proposed or final determination of taxability or of
a Notice of Proposed Issue (IRS Form 5701 TEB);

vi. Tender offers;

vii, Defeasances;

viii. Rating changes; or

ix. Bankruptcy, insolvency, receivership or similar event of the obligated person.

For the purposes of the event identified in subparagraph (ix) above, the event is considered to occur when
any of the following occur: the appointment of a receiver, fiscal agent or similar officer for an obligated person in a
proceeding under the U.S. Bankruptcy Code or in any other proceeding under state or federal law in which a court or
governmental authority has assumedjurisdiction over substantially all ofthe assets or business of the obligated person,
or if such jurisdiction has been assumed by leaving the existing governmental body and officials or officers in
possession but subject to the supervision and orders of a court or governmental authority, or the entry of an order
confirming a plan of reorganization, arrangement or liquidation by a court or governmental authority having
supervision orjurisdiction over substantially all of the assets or business of the obligated person.

(b) The City and County shall give, or cause to be given, notice of the occurrence of any of the following
events with respect to the Bonds, if material, not later than ten (10) business days after the occurrence of the event:

i. UnTess described in paragraph 5(a)(v), adverse tax opinions or other material notices or
determinations by the Internal Revenue Service with respect to the tax stalus of the Bonds or
other material events affecting the tax status of the Bonds;

ii. Modifications to rights of Bondholders;

iii. Optional, unscheduled or contingent Bond calls;

iv. Release, substitution, or sale of property securing repayment of the Bonds;

v. Non-payment related defaults;

vi. The consummation of a merger, consolidation, or acquisition involving an obligated person or
the sale of all or substantially all of the assets ofthe obligated person, other than in the ordinary
course of business, the entry into a definitive agreement to undertake such an action or the
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termination of a definitive agreement relating to any such actions, other than pursuant to its
terms; or

vii. Appointment of a successor or additional trustee or the change of name of a trustee.

(c) The City and County shall give, or cause to be given, in a timely manner, notice of a failure to
provide the annual financial information on or before the date specified in Section 4, as provided in Section 4.

(d) Whenever the City and County obtains knowledge of the occurrence of a Listed Event described in
Section 5(b), the City and County shall determine if such event would be tnaterial under applicable federal securities
laws.

(e) If the City and County learns of the occurrence of a Listed Event described in Section 5(a), or
determines that a Listed Event described in Section 5(b) would be material under applicable federal securities laws,
the City and County shall within ten (IC) business days of occurrence file a notice of such occurrence with the MSRB
in electronic format, accompanied bysuch identif~ting information as is prescribed by the MSRB. Notwithstanding
the foregoing, notice of the Listed Event described in subsections (a)(vii) or (b)(iii) need not be given under this
subsection any earlier than the notice (if any) of the underlying event is given to Holders of affected Bonds pursuant
to the Resolution.

Section 6. Termination of Reporting Obligation. The City and County’s obligations under tlus
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment of amounts fully
sufficient to pay and discharge the Bonds, or upon delivery to the City and County or the Dissemination Agent (if
other than the City and County) of an opinion of nationally recognized bond counsel to the effect that continuing
disclosure is no longer required. If such termination occurs prior to the final maturity of the Bonds, the City and
County shall give notice of such termination in the same manner as for a Listed Event under Section 5(c).

Section 7. Dissemination Agent. From time to time, the City and County may appoint or engage a
Dissemination Agent to assist it in canying out its obligations under this Disclosure Certificate, and may discharge
any such Agent, with or without appointing a successor Dissemination Agent. If at any time there is not any other
designated Dissemination Agent, the City and County shall be the Dissemination Agent. The initial Dissemination
Agent shall be the City and County. The sole remedy of any party againsi the Dissemination Agent shall be
nonmonetary and specific performance. The Dissemination Agent shall not be responsible for the form or content of
any Annual Report, notice of Listed Event, or other document furnished to the Dissemination Agent by the City and
County. The Dissemination Agent shall receive reasonable compensation for its services provided hereunder. The
Dissemination Agent may resign at any time by providing at least 60 days’ notice to the City and County.

SectionS. Amendment Waiver. Notwithstanding any other provision of this Disclosure Certificate,
the City and County may amend this Disclosure Certificate, and any provision of this Disclosure Certificate may be
waived, provided that all of the following conditions are satisfied:

(a) If the amendment or waiver relates to the provisions of Sections 3(a), 4, or 5(a), it may only be made
in connection with a change in circumstances that arises from a change in legal (including regulatory) requirements,
change in law (including rules or regulations) or in interpretations thereof; or change in the identity, nature or status
of an obligated person ‘vith respect to the Bonds, or 11w type of business conducted;

(b) The undertaking, as amended or taking into account such waiver, would, in the opinion ofnationally
recognized bond counsel, have complied with the requirements of the Rule at the time of the original issuance of the
Bonds, after taking into account any amendments or interpretations of the Rule, as well as any change in
circumstances; and

(c) The amendment or waiver either (i) is approved by the Holders of the Bonds in the same manner as
provided in the Certificate for amendments to the Certificate with the consent of Holders, or (ii) does not, in the
opinion of the City and County, materially impair the interests of the Holders or Beneficial Owners of the Bonds.

In the event of any amendment or waiver of a provision of this Disclosure Certificate, the City and County
shall describe such amendment in the next Annual Report, and shall include, as applicable, a narrative explanation of
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the reason for the amendment or waiver and its impact on the type (or in the case of a change ofaccounting principles,
on the presentation) of financial information or operating data being presented by the City and County. In addition,
if the amendment relates to the accounting principles to be followed in preparing financial statements, (i) notice of
such chance shall be given in the same manner as for a Listed Event under Section 5(c), and (ii) the Annual Report
for the year in which the change is made should present a comparison (in narrative form and also, if feasible, in
quantitative form) between the financial statements as prepared on the basis of the new accounting principles and
those prepared on the basis of the former accounting principles.

Section 9. .4dciitionuI Information. Nothing in this Disclosure Certificate shall be deemed to prevent
the City and County from disseminating any other information, using the means of dissemination set forth in this
Disclosure Certificate or any other means of communication, or including any other information in any Annual Report
or notice of occurrence of a Listed Event, in addition to that which is required by this Disclosure Certificate. If the
City and County chooses to include any information in any Annual Report or notice of occurrence of a Listed Event
in addition to that which is specifically required by this Disclosure Certificate, the City and County shall have no
obligation under this Disclosure Certificate to update such information or include it in any future Annual Report or
notice of occurrence of a Listed Event.

Section 10. Default. In the event of a failure of the City and County to comply with any provision of
this Disclosure Certificate, any Holder or Beneficial Owner of the Bonds may take such actions as may be necessary
and appropriate, including seeking mandate or specific performance by court order, to cause the City and County or
the Dissemination Agent (if other than the City and County), as the case may be, to comply with its obligations under
this Disclosure Certificate. A default underthis Disclosure Certificate shall not be deemed an Event of Default under
the Certificate, and the sole remedy under this Disclosure Certificate in the event of any failure of the City and County
or the Dissemination Agent to comply with this Disclosure Certificate shall be an action to compel performance.

Section II. Dat/Lw, Immunities and Liabilities of Dissemination Agent. The Dissemination Agent
shall have only such duties as are specifically set forth in this Disclosure Agreement, and the City and County agrees
to indemnify and save the Dissemination Agent, its officers, directors, employees and agents, harmless against any
loss, expense and liabilities which it may incur arising out of or in the exercise or performance of its powers and duties
hereunder, including the costs and expenses (including attorneys’ fees) of defending against any claim of liability, but
excluding liabilities due to the Dissemination Agent’s gross negligence or willfltl misconduct. The obligations of the
City and County under this Section shall survive resignation or removal of the Dissemination Agent and payment of
the Bonds.

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the City and
County, the Dissemination Agent, the Participating Underwriters and holders and beneficial owners front time to time
of the Bonds, and shall create no rights in any otlter person or entity.

Date: _______________,20l8

Nelson H. Koyanagi, Jr.
Director of Budget and Fiscal Services
City and County of Honolulu

The above and foregoing certificate is hereby
approved as to form and legality this — day
of ,2018.

Donna Y. L Leong
Corporation Counsel
City and County of Honolulu
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Introduced:

CITY COUNCIL
CITY AND COUNTY OF HONOLULU

HONOLULU, HAWAII
CERTIFICATE

11/09/17 By: RON MENOR—BY REQUEST Committee:

RESOLUTION 17-323, CDI

BUDGET

Title: RESOLUTION AUTHORIZING THE DIRECTOR OF BUDGET AND FISCAL SERVICES TO ISSUE AND SELL
NOT TO EXCEED $700,000,000 PRINCIPAL AMOUNT OF WASTEWATER SYSTEM REVENUE BONDS,
SENIOR SERIES 2018 AND RELATED MATtERS.

Voting Legend: * = Aye w/Reservations

11/15/17 BUDGET CR-442 — RESOLUTION REPORTED OUT OF COMMITTEE FOR ADOPTION AS
AMENDED IN CD1 FORM.

12/06/17 COUNCIL CR-442 AND RESOLUTION 17-323, CD1 WERE ADOPTED.

9 AYES: ANDERSON, ELEFANTE, FUKUNAGA, KOBAYASHI, MANAHAN, MARTIN,
MENOR, OZAWA, PINE.

I hereby certify that the above is a true record of action by the Council of the City and County of Honolulu on this RESOLUTION.

4
HI, CITY CLERK RO1fl~WOR, CHAIR AND PRESIDING OFFlC~R


